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THE INSTABILITY OF CAPITALISM 


I. Economic Stability under Static Conditions 


§ 1. THz many “ instabilities ” created by the War and by 
post-war vicissitudes, whilst very properly engaging the attention 
of economists in all countries both as to diagnosis and as to 
remedial policy, do not, in themselves, present to science any 
new or startling problems. There is nothing strange in the fact 
that events such as the breakdown of Russia or,- generally, 
disturbances arising from without the sphere of economic life, 
should affect its structure, its data and its working. In this paper 
I shall disregard them entirely, and deal merely with the question 
whether or not the capitalistic system is stable in itself—that is 
to say, whether or not it would, in the absence of such 
disturbances, show any tendency towards self-destruction from 
inherent economic causes, or towards out-growing its own frame. 
The interest of such an investigation is primarily scientific ; 
still, an answer to that question is not without some diagnostic 
value, and, therefore, not without some, if remote, bearing upon 
policy ; especially as there is, it seems to me, a marked tendency 
to reason upon post-war figures and about post-war problems, 
exactly as if they reflected something like the normal working of 
our economic system, and to proceed, on this basis, to conclusions 
about the system as such. 

By way of clearing the ground, it may be well, first, to 
distinguish the kind of. stability or instability we propose to 
discuss, from other phenomena covered by the same terms. 
Looking, for instance, at France, with her stationary population 
and enterprise and her vast colonial empire, and at the opposite 
state of things in Italy, the observer may well have an impression 
of instability—let us call it, “political’’ instability—which, 
however, has nothing to do with economic instability in our 
sense; for in the economic systems of these countries there 
might still be perfect stability. Or if we assume a state of 
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monopolised by one single firm, we should probably agree in 
calling such a system unstable in a very obvious sense—let us 
label the case as one of “social instability ’—whilst it could be 
highly stable economically. Instability in still another sense 
would obtain in a system, for which equilibrium wages were 
at a point below what workers will put up with—although there 
need not be any tendency in the economic conditions themselves 
to produce any change at all by the mere working of the system. 
Finally, special cases of instability may arise from particular 
influences from without, which cannot properly be charged to 
the economic system at all. England’s return to the gold 
standard is a case in point. “Stabilising’’ the pound at what 
was, viewed from the standpoint of existing conditions, an 
artificial value, naturally meant dislocating business, putting a 
premium on imports and a tax on exports, intensifying losses 
and unemployment, thereby creating a situation eminently un- 
stable. But this instability is evidently due to the act of 
politicians, and not to the working of the system which, on 
the contrary, would have evolved a value of the pound exactly 
fitting the circumstances. In short, the economic stability we 
mean, although it contributes to stability in other senses, is not 
synonymous with them, nor does it imply them. This view must, 
of course, seem highly superficial to anyone who assumes the 
existence of as close a relation between the economic and other 
spheres of social life as, for instance, Marx did. As, however, 
it would be waste of time to prove to English readers the 
necessity of separating these several spheres, I may confine 
myself to these remarks. 

Secondly, we have to define what we mean by “ our economic 
system ” : We mean an economic system characterised by private 
property (private initiative), by production for a market and by 
the phenomenon of credit, this phenomenon being the differentia 
specifica distinguishing the ‘capitalist’ system from other 
species, historical or possible, of the larger genus defined by the 
two first characteristics. Although few things seem to me to be 
more firmly established by historical research than the fact that 
economic history cannot be divided into epochs corresponding to 
different systems, it is still permissible to date the prevalence of 
capitalistic methods from about the middle of the eighteenth 
century (for England), and to call the nineteenth century kar’ 
efoynv the time of competitive, and what has so far followed, the 
time of increasingly “ trustified,’”’ or otherwise ‘ organised,” 
“ regulated,” or “ managed,” capitalism. 
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Thirdly, capitalism may be stable or not, simply in the sense 
that it may be expected to last or not. Its history might be full 
of the most violent fluctuations or even catastrophes—as it 
undoubtedly has been so far—and these fluctuations or catas- 
trophes might even be inherent in its working—which precisely is 
what we want to form an opinion about—and we might still, 
in a real sense, have to call it “‘ stable ” if we have reason to expect 
it to last. Whenever we mean no more than this—that is to say, 
when we merely mean to speak of the question of what may be 
termed the institutional survival of capitalism, we will henceforth 
speak of the capitalist order instead of the capitalist system. 
When speaking of the stability or instability of the capitalist 
system, we shall mean something akin to what business men call 
stability or instability of business conditions. Of course, mere 
instability of the ‘‘system ”’ would, if severe enough, threaten the 
stability of the ‘‘ order,” or the ‘‘ system ”’ may have an inherent 
tendency to destroy the “order” by undermining the social 
positions on which the “ order ” rests. 

§ 2. The business man’s meaning of stability we have now 
to translate into the language of theory. It will shorten matters 
and facilitate exposition if I state at the outset that, barring 
differences on a number of particular points, the following remarks 
run entirely on Marshallian lines. But I could equally well call 
them Walrasian lines. For within serious economic theory there 
are no such things as “ schools ” or differences of principle, and 
the only fundamental cleavage in modern economics is between 
good work and bad. The basic lines are the same in all lands and 
in all hands: there are differences in exposition, in the manner— 
and mannerism—of putting things, for example, according to 
the relative importance different authors attach, respectively, to 
rigour and generality or to vicinity to “ real life.” Then there 
are differences in technique, the very greatness of Menger, 
Bohm-Bawerk and Wieser, for example, consisting in their having 
achieved so much with such shockingly clumsy and primitive 
tools, the use of which was an insurmountable bar to correctness. 
There are, furthermore, differences in individual pieces of the 
analytic machine—as, for example, between the Walrasian and 
the Marshallian demand curves, or between the réle assigned to 
coefficients of production respectively by Marshall and Walras— 
Pareto—Barone. Finally, there are differences as to particular 
problems, the most important of which are the theories of interest 
and of the business cycle. But this is all. There is no difference 
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the Austrian imputation or Marshall’s substitution or Wicksell’s 
compound of Walras and Boehm-Bawerk being all of them in the 
last analysis the same thing, and all, in spite of appearances to the 
contrary, equally far removed from, and at the same time and 
in the same sense descendants of, Ricardo’s patchwork. 

The economic system in the sense of conditions and processes 
reduces itself for the purposes of Theory to a system in the 
scientific sense of the word—a system, that is, of interdependent 
quantities—variables and parameters—consisting of quantities 
of commodities, rates of commodities and prices, mutually 
determining each other. This system has been found to be stable, 
and its stability to be amenable to rational proof, under static 
conditions. Not as stable, it is true, as economists would have 
held sixty years ago, when most of them—nearly all, in fact, 
except the Marxists—would have most confidently asserted 
absolute stability both of the capitalist order and the capitalist 
system: stability has fared very much as the theory of maximum 
satisfaction did. Just as newer methods, whilst yielding correct 
proof of what they left of the competitive maximum, have 
considerably taken away from its importance, so similarly, whilst 
showing that we have, generally, as many equations as we have 
“unknown ’”’. quantities, and therefore a determined state of 
equilibrium corresponding to a given set of certain data which 
turns out to be stable under appropriate conditions, they have 
also shown that the exceptions to this general “ determinateness ”’ 
are considerable. Even apart from cases such as the possibility of 
the offer curve of labour 1 curling back or such as the case of the 
value of money in a system of bimetallism without legal ratio,? 
we have many instances where equilibrium cannot be said to be 
determinate. The case where both supply and demand are 
inelastic, is an example? It may be said, for example, that the 

1 This, of course, does not make equilibrium entirely indeterminate, but only 
makes the system have several, mostly two, different solutions. 

2 It is worth while emphasising, however, that there is no indeterminateness 
when two or more commodities circulate as money and every transaction is 
concluded specifically in one of them. The instability only arises if contracts are 
in terms of “‘ money ” generally, so that payment can be made in any of those 
commodities. 

3% Another has been pointed out by Wicksell, Geldwert und Giiterpreise : 
If coefficients of production be constant and if there be no alternative use for the 
factors of production—their quantity being, moreover, fixed—then there would 
be indeterminateness of their shares in the product. Still others have been 
discussed by Marshall, Edgeworth, Taussig (‘‘Is Market Price Determinate ? ”’ 
Quarterly Journal of Economics, 1921, and Divisia (Economique rationnelle, 1928, 
p. 410: This case of indeterminateness arises only from the absence of any true 
marginal utility of money. It has been pointed out before by Prof. Cassel, and 
is, of course, easily remedied.) 
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home demand for wheat in the United States is highly inelastic 
within a considerable interval of price. Supply, again, though 
very variable, is equally inelastic—if it be permitted to apply this 
term to supply for shortness sake—within intervals of time too 
short to allow for extension or contraction of acreage; and this 
may, perhaps, partially explain the instability of American 
farming. ‘ 

But although illustrations of this and other cases abound, the 
determinateness of static equilibrium under competitive conditions 
is yet a broad basic fact, and this equilibrium is stable, provided 
that supply price 1—the price of ‘willingness to sell’’—is an 
increasing function of quantity of product. This condition rests 
on the fundamental fact that the extending of production by 
any given industry means withdrawing quantities of factors of 
production from increasingly “important”’ other uses, which, of 
course, does not show within single firms—any more than the 
influence on demand price of increasing output shows within the 
field of action of single firms in a state of pure competition— 
but is yet the force the balancing of which against decreasing 
marginal utilities of product determines the distribution of 
resources between industries. There is, it is true, an interval 
for practically every industry in which this condition is not 
satisfied, owing to the tendency which it embodies being over- 
compensated by fixed costs distributing themselves over an 
increasing number of units of product. As long as this is the 
case, there cannot be a point of stable equilibrium.? But the 


1 The supply price schedule meant here is the series of supply prices at which, 
given the methods of production actually in use and embodied in given plants and 
under given general conditions and trade practices, the respective quantities of 
product would be forthcoming. The schedule, therefore, refers, in an obvious 
sense, to a point of time. It does not, however, take account of chance occur- 
rences, such as momentary market situations on the one hand; and it does not, 
on the other hand, take account of any but marginal adjustments, capable of 
being decomposed into infinitesimal steps: so it might be called a short period, 
normal. But the objections to this would be the implication of the existence 
of some long-period normal and, besides, the emphasis which this manner of 
expression lays on the element of time, whilst the important thing is not the lapse 
of time as such, but what happens during it. 

2 Not even if, in the familiar illustration, the demand curve cut the supply 
curve negatively. For even then it must be to the interest of every single 
producer, who ex hypothesi neglects the influence of his own action on price, to go 
on producing inthiscase. Whilst this lasts, there is movement towards equilibrium 
(and this distinguishes this case of “increasing returns’’ fundamentally from 
others), but not equilibrium itself. Whilst other cases of the compound called 
“increasing returns ”’ vires acquirunt eundo, and thereby may lead up to a mono- 
poly, this one can hardly do so. It may offer, however, instances of increasing 
cost for an industry as a whole in the face of the presence of decreasing unit cost 
in every single firm. 





366 THE ECONOMIC JOURNAL [SEPT. 


effect of this spends itself necessarily and, therefore, stable 
equilibrium will nevertheless eventually emerge, although there 
may, and often will, be a prior instability—instability of the 
kind which is one of the sources of what is called ‘“ over- 
production.” 

Any other cause of “increasing cost’ is excluded by the 
static hypothesis, the justification for accepting such an arrange- 
ment being that it separates clearly different sets of phenomena, 
which stand in need of different treatment. Innovations in 
productive and commercial methods, in the widest sense of the 
term—including specialisation and the introduction of production 
on a scale different from the one which ruled before—obviously 
alter the data of the static system and constitute, whether or not 
they have to do with “invention,” another body of facts and 
problems. And so does that part of ‘‘external economies,” 
which is represented by such instances as the trade journal, the 
bureau of standards, the “ pooling ”’ of reserve stocks of materials 
incident to the presence of a large market in them and so on. 
The reader is asked to stay judgment about the exclusion of 
these things until later. Here it is only necessary to point out 
that we should have to emphasize the heterogeneous nature of all 
these phenomena the very moment we included them. In any 
case we should have to recognise that there is no “law of 
decreasing cost’ of the same kind as, and symmetrical to, the 
law of increasing cost.1_ The relation of the two can, perhaps, 
be best seen by means of the analogy with the “demand side” 

1 By law of increasing cost we may mean four things entirely independent of 
one another: first, we may, as above, mean what is of the very essence of the 
economic process and, indeed, only another way of stating the law of satiable wants, 
that the significance of successive doses of means of production must always 
increase as they are drawn into any one industry for the reason that they are 
actually or virtually taken away from others. Secondly, we may, as pointed 
out before, mean that successive doses of any one factor of production applied 
to a constant quantity of the others yield a decreasing physical increment 
of product, everything, especially method, remaining the same. The most 
** practical’? way of making use of this proposition is to consider a given plant, 
embodying both a given method of production and an inelastic set of supple- 
mentary costs, and to vary elements of prime cost one at a time. This is perhaps 
the best tool we have to deal with the routine work of the management of a 
single firm. It has, however, nothing whatever to do, thirdly, with a community 
being driven in the process of expansion of production to exploit less and less 
fertile productive opportunities. This has been well stated in Prof. Sraffa’s acute 
study, “ Relazioni fra costo e quantita prodotia,’ Annali di Economia, 1925, 
epitomised in an article in this Journal, December 1926, and commented on by 
Prof. Pigou in the issue for June 1927. And, fourthly, there is the prophecy to 
which Ricardo owes the epithet of pessimist, that improvements (in agriculture) 
of productive methods will in the long run fail to counterbalance increasing costs 
in the second and third sense, in case population should keep on increasing. 
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of the problem. Empirically we evidently could arrive in very 
many cases at demand curves which would slope upwards instead 
of down (cp., for example, Prof. Moore’s demand-curve for pig 
iron). And there are, of course, very many similar cases, the 
special point of interest about the pig-iron curve being the fact 
that its periodicity is indicative of the business cycle. Nobody, 
however, thinks less on that account of what is universally con- 
sidered to be the “true” slope of the theoretic demand curve. 
Everybody, on the contrary, recognises that what happens in 
such cases is a shifting—by which term we mean to cover 
inexactly not only displacement but also distortion—of the 
theoretic curves, every one of which retains its fundamental 
characteiistic in obedience to the “law” it has been constructed 
to represent, and that any curve displaying a positive slope is 
merely a statistical! or historical curve fitted through a family 
of successive theoretic ones. The same applies to—if I be 
permitted to waive for the sake of shortness-the objections to 
speaking of so doubtful a thing—supply curves. There is only 
one theoretic supply curve; and it slopes upwards in all cases. 
Changes of data do not make it slope down, but shift it, or, more 
correctly, break it off ? and start a new one. And through these 
changing positions—in all of which these curves retain their slope 
and meaning—we may, if we so choose, fit historical curves, 
which will certainly often slope down. They will, in fact, display 


1 The theoretic curve can, of course, be determined statistically without 
ceasing to be a theoretic curve, the above distinction not turning on the fact, or 
possibility, of statistical determination, but on whether or not the curve expresses 
or illustrates a theorem, thereby acquiring logical unity as distinguished from what 
could be termed “ descriptional”’ unity. Now I am far from overrating the 
importance of this distinction : On the one hand, theory itself is only a way of 
describing facts; on the other hand, any descriptional unity may, by some 
progress of analysis, turn into a logical unity any moment—in fact, the 
frontier between the two continually shifts in the progress of science. But this is 
no reason for simply ignoring it and for co-ordinating things, which do not stand 
on the same plane. 

2 This links up with another distinction, the importance of which is best seen 
by means of an example: Von Bohm-Bawerk’s theory of interest stresses the 
importance of the “‘ roundabout” process of production. But it is not the 
running of production of a given degree of roundaboutness which matters, but the 
act of introducing greater “‘ roundaboutness.” There is a drop—in its nature 
discontinuous, irregular, “unpredictable” and “ historically’’ unique—in costs 
the moment production starts on the new plan (on any successful new plan, no 
matter whether it involves roundaboutness or not), but there is no further and 
continuous saving of costs per unit of product in the running of it. Generalising : 
Changes of data may be represented by lines connecting the displaced and distorted 
theoretic curves. If they are small and frequent, these lines may themselves 
look like our curves. But they never are theoretic curves and have not, in this 
sense, any theoretic meaning. 
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no regularity at all. It may not even be quite easy, in some cases, 
to guard against the supreme misfortune of total cost being 
actually smaller for a greater output than for a lesser one, for 
changes of data, once admitted, would sometimes produce this 
result, which could not, in competitive circumstances, be handled 
by assuming that the larger quantity would be produced but 
partially destroyed.1 

There is nothing new or startling in thus limiting the scope of 
this part of our analytic engine. In fact, we are doing no more 
than to sum up what has been an unmistakable doctrinal tendency 
ever since it came to be recognised, first, that increasing cost in 
the sense of decreasing physical response to productive effort 
applied to a constant quantity of one of the factors is no peculiarity 
of agriculture, but a general phenomenon—a phenomenon which, 
given the same conditions, applies to all kinds of production and, 
given other conditions, does not apply even to agriculture; 
secondly, that there is a more fundamental tendency at work to 
make the second derivative of total cost with respect to output 
positive, and one which has nothing to do with the physical “‘ law of 
decreasing returns,” whence the difficulty of filling certain empty 
boxes. We are merely clinching, on the one hand, what seems 
to us to be the true real-cost-phenomenon, and, on the other 
hand, what seems to us to be both the meaning of economic 
“‘ statics ”’ and the nature of static equilibrium. That this is 
perfectly in keeping with the fundamental drift of Marshallian 
analysis, I will try to show in a footnote.? 


1 Cf. H. Schultz, ‘“‘ Theoretical Considerations Relating to Supply,”’ Journal of 


Political Economy for August 29, p. 441. Therefore the assumption o> O 
le 


remaing arbitrary, unless reinforced by Cunynghame’s criterion od > ¥ , 


* Marshall, indeed, repeatedly protests against the limitations of the static 
apparatus (cf. especially a letter of his to Prof. John B. Clark). Now if it were 
true that reasoning by means of it is ‘‘ too far removed from life to be useful,” then 
the greater part of the analysis of the Principles would be useless—as would be the 
greater part of any exact science : For Marshallian analysis rests just as much on 
static assumptions as Prof. Clark’s structure. But it is not true. There is 
nothing unduly abstract in considering the phencmena incident to the running of 
economic life under given conditions taken by themselves. On the contrary, it 
means giving this class of problems the treatment they require. And Marshall 
himself has contributed substantially to the perfection of this treatment by 
forging such invaluable tools as his consumer’s surplus and his quasi-rent. He 
has, furthermore, made use of static assumptions both in his theory of distribution 
and in the fundamentals of his catallactics; in fact, in one decisive point, when 
dealing with refinements calling for rigour of analysis, he has confined his argument 
to increasing cost. And he has, finally, himself insisted on the irreversibility of, 
and on the difficulties peculiar to, a declining supply curve, and come, in doing so, 
very near to saying much the same as what has been said above. Loyalty to 
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§ 3. There seem to be, however, two other sources of instability 


“ce 


due to indeterminateness within the precincts of the “‘static”’ 
system. By universal consent, single monopoly yields deter- 
mined and stable equilibrium, but dual and multiple monopoly, 
or, generally, the case in which firms can and do take account of 
their own influence on price, is held, by very high authorities, to 
fail to do so. Cournot’s- treatment and the objections raised 
against it, first by Bertrand and then by Edgeworth, are well 
known. As this case is not only more important practically 
than either of the cases of ‘free, pure or simple” competition 
on the one hand, and of single monopoly on the other, but also 
the more general one in a theoretic sense—for the competitive 
hypothesis is, after all, an additional condition and very much in 
the nature of a crutch—the breach in our wall seemed a rather 
serious one. To clear up the matter has been one of the last of 
the many services Knut Wicksell has rendered to science.! 





tradition, aversion to appearing too “theoretical ’’—which carried so much 
weight with him—and that tendency of his, to which we owe so much in other 
respects, to take short cuts to the problems of practical life, may account for his 
not taking the final step and for what I cannot but agree with Mr. Keynes in 
considering the least satisfactory part of his analysis, successfully assailed by 
Prof. Sraffa. This entailed a string of consequences, but fundamentally what we 
have said is but a development of a trend overlaid indeed by other things, but yet 
present in the Principles. 

We may add the weight of Prof. Pigou’s authority. For in the article 
quoted in a previous note, he excludes, for the sake of “logical coherence”’ of the 
cost function, the bulk of those phenomena, which we ourselves propose to 
exclude for the same reason. He, indeed, even rules out what we have called the 
fundamental law of cost (¢’’ (x) > O). But this he does merely on the technical 
ground that it is “impossible to construct a cost function’’ in the event of 
changes in the relative values of factors of production being liable to occur in 
consequence of changes in the scale of production of an industry. On the other 
hand, he does not entirely rule out external economies. But what he retains of 
them are merely “variations in aggregate costs associated with, and due to, 
variations in the scale of output”’ (/.c. p. 189); and if we insert, as we must, the 
word “‘ automatically’ in this sentence, very few, if any, cases will be found to 
answer the criterion, as has been pointed out by Prof. Young (Quarterly Journal 
of Economics, August 1913, p. 678). Of course, expansion and improvement are 
closely allied in real life. But, as we shall try to explain in the text, the main 
causation is the one from improvement to expansion and cannot adequately be 
dealt with by static analysis at all. If this be correct, Prof. Pigou’s position will 
be seen to approach closely the one taken up in the text, if the reader take ho!d 
of the fact, that economies, before becoming ‘external,’ must generally be 
internal ones in some firm or firms of the same or some other industry. 

I do not mean, furthermore, to raise by what I have said objections to the 
attempts to determine cost functions statistically. On the contrary, I am a 
humble admirer of the pioneer work done by Prof. H. L. Moore and his followers, 
even though I beg leave to point out that to speak of “‘ moving equilibria ’’ may 
prove misleading, in the face of the fact that what really happens is destruction of 
equilibria in the received meaning of this term. 

1 It is with reluctance that I contradict the great shade of Edgeworth. But 
there seems to be no warrant to assume indeterminateness in the case of what 
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The simplest form of the second case of what I call 
“‘correspective prices’? is presented by exchange between two 
monopolists. It is again Prof. Edgeworth’s authority which 
accounts for well-nigh universal acceptance of the view—first 
expressed by him in his Mathematical Psychics—that there is 
indeterminateness of price within an interval (on the contract 
curve) which must in general be considerable. He even went so 
far as to describe the state of things in a trustified economic 
world as a “‘ chaos.”’ Here, therefore, is a rich source of instability 
opened up. Naturally, any theorist might well be tempted to 
link up what instabilities he sees with this possible explanation of 
them. Nor can we reply by pointing to the fact that prices fixed 





Prof. Pigou calls Monopolistic Competition. Taking into consideration the 
limiting instance only, that of Duopoly, which can be easily generalised, and 
assuming both competitors to be in exactly the same position, we are, first, faced 
by the fact that they cannot very well fail to realise their situation. But then 
it follows that they will hit upon, and adhere to, the price which maximises 
monopoly revenue for both taken together (as, whatever the price is, they would, 
in the absence of any preference of consumers for either of them, have to share 
equally what monopoly revenue there is). The case will not differ from the case of 
conscious combination—in principle—and be just as determinate. The only 
other alternative which presents itself in the absence of any hope of driving the 
competitor out of the market, is best ‘‘ visualised ’’ by starting from one mono- 
polist controlling the market and then introducing a second one (Cournot’s 
procedure). It is perhaps more “ realistic ’’ to assume that the first monopolist 
will not, as would be to his ultimate advantage, readily surrender half of his 
market to the newcomer, but that the latter will have to force his way in. And 
this case is equally determinate, as has been shown by Wicksell in his review 
article on Prof. Bowley’s ‘‘ Groundwork” (Hkonomisk Tidskrift, 1925, and 
Archiv fiir Sozialwissenschaft, 1927). Taking, as the unit of the price p, that price 
at which the output would be zero, and, similarly, as the unit of the quantity sold 
x, that quantity which could be disposed of at the price zero (Edgeworth), we have 
p=1-—z2x. Asingle monopolist would, if there are no costs, maximise px and 
charge a price of 3, selling 4. The second man, having to face this situation, will 
obviously maximise his output, x, multiplied by price—that is, xp = x, (4 — 2,), 
and, therefore, sell }. Whereupon the first will have to readjust his output, x,, 
and to offer $ and soon. This finally leads to a limit at the price of 4, when 
each of the two sell 3, the price being higher and the quantity sold smaller than 
under competition. There is nothing absurd in this. It cannot be objected that 
neither of the two competitors is justified to assume, in deciding on how to 
adjust his output, that the other will stick to his. For no such assumption is 
really involved, the above argument aiming only at describing the process of 
tdtonnement, out of which the equilibrium price is finally bound to emerge, and 
things would remain substantially the same if some of the steps were to drop 
out—just as the equilibrium of perfect competition does not necessarily come 
about by every one of the theoretical steps of bidding actually taking place in 
practice. Nor canit be said that the two monopolists would, on reaching what 
we have called the equilibrium price, try to retrace their steps. For neither 
of them could do so singly without losing his customers. They could do so only 
together—the case would become one of single monopoly. The same result has 
been independently arrived at by Dr. Chamberlin in his Monopolistic Competition, 
as yet unpublished. 
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by trusts display in many and important instances much less 
fluctuation than could be expected under competitive con- 
ditions; for non-economic forces, pressure of public opinion or 
fear of government action, for instance, might account for that. 
And the authority of Prof. Edgeworth has been reinforced by the 
not less weighty authority of Prof. Pigou. 

Now it is perfectly true that there is, in this case, just as in the 
case of one-sided monopoly, much less guarantee of a tendency 
towards equilibrium prices actually asserting itself. We have 
much less reason to expect that monopolists will, in either 
case, charge an equilibrium price, than we have in the case of 
perfect competition; for competing producers must charge it as a 
rule under penalty of economic death, whilst monopolists, 
although having a motive to charge the monopolistic equilibrium 
price, are not forced to do so, but may be prevented from doing so 
by other motives. Furthermore, it is quite true also, that such 
things as bluffing, the use of non-economic force, a will to force 
the other party to their knees, have much more scope in the case 
of two-sided monopoly—just as cut-throat methods have in the 
case of limited competition—than in a state of perfect competition. 

But there is yet more than academic interest in stating that 
our theory does not break down at this point. Equilibrium is 
determinate even in this case—even if we take so extreme an 
instance as a trade union comprising all the workmen of a country, 
quite sure of the allegiance of its members, capable of preventing 
immigration from abroad or from other strata of society, and an 
employers’ union similarly constructed. If we assume that each 
party has a definite monopoly-demand-curve and knows the 
curve of the other; that each party wants to get the best terms 
it can—the workmen’s union offering varying amounts of labour 
and providing for those of its members who may have to be kept 
unemployed—without attempting to attain victories or to inflict 
defeats; and that the contract is to cover the whole period of 
account (the “uno actu” condition), then the barter point between 
the parties is perfectly determined, and not only the range within 
which there will be barter. It could be indeterminate only for 
reasons which would make the case indeterminate also in 
competition. Nor can it be held that the assumptions alluded to 
are so very far from reality. They are, if anything, nearer to 
reality than the assumptions implied in the idea of theoretically 
perfect competition : It is, for instance, much more common than 
observers believe whose attention is naturally focussed on 
abnormal cases, for employers and workmen to meet in precisely 
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the frame of mind assumed, and to view with misgivings all the 
economic, political and social risks of holding out or of a struggle, 
which may turn out bad business even in the case of success. By 
proceeding by way of Walras’ prix crié par hazard or simply by 
inspecting the two schedules plotted against one another, our 
statement will too readily be found to hold good to make it 
necessary to give formal proof.+ 

§ 4. So there is rather more of stability ? about the economic 
system than we should expect on most of the authoritative 
statements. But how much this amounts to, depends entirely on 
the nature of that other restriction, which we have introduced 
alongside of the competitive assumption just discarded: the 
“ static state,’’ which we define both by a distinguishable set of 
facts and by an analytic apparatus or theoretical point of view. 
The set of facts consists in the sum of operations which form the 
essence of the ever-recurring circular process of production and 
consumption and which make up a self-contained whole. It is 
no valid objection to say that this process cannot be thought of 
independently of growth or, generally, change. For it can. 


1 The well-known Edgeworthian apparatus commonly used to prove the 
contrary merely shows that the elements described by it do not suffice to determine 
more than a range. Prof. Bowley in his ‘‘ Groundwork” reaches, in dealing with 
the case of one employer and one workman, the result of incompatibility of the 
respective maxima only by implying that the workman could produce the product 
by himself. The “Groundwork” contains, however, two most suggestive 
approaches to the problem of universal monopoly, the one embodied in a note 
carrying that title, the other leading to the theorem that there is determinateness 
in the case of either the products or the factors—but not both of them—being 
monopolised. Arguments analogous to;those of our text seem to show that at 
least the same sort of determinateness obtains in these cases too. 

? This stability is of the same nature, and its exact proof of the same value, as 
the stability of any other exact system. Of course, it is compatible with a large 
amount of instability in the actual phenomenon. Part of this instability is un- 
important, both for theoretical and for practical purposes; another part, whilst 
practically important, is yet uninteresting in a discussion of principles; still 
another, however, has, as we shall see, both practical and theoretical importance. 
None of these groups of cases affects the fundamental importance of exact 
proof of stability in the sense meant, as would be obvious everywhere except in 
economics, where the sterility incident to the prevalence of interest in the 
“** practical problem ’’ has yet to be overcome and where scientific refinement is 
stillanopprobrium. But it must be borne in mind that our arrangement excludes 
all important cases of determined but unstable equilibrium. For the above 
argument, therefore, and within our meaning of terms, determinateness spells 
economic stability under static conditions, although, of course, these two things 
do not coincide logically and always require separate proof. The shortest way 
to satisfy oneself on this point is by verifying the statement, that of all cases of 
equilibrium known to Marshallian analysis, only the stable ones remain—apart 
from chance equilibria which occur during the process of Walrasian tdtonnement 
—for a static theory as above defined. Correct proof of this stability has not 
been given so far, but does not seem to meet with any great difficulty. 
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Just as a child’s blood ‘circulation, although going on concurrently 
with its growth or, say, pathological change in its organs, is yet 
capable of being singled out and dealt with as a distinct real 
phenomenon, so that fundamental circular process can be singled 
out and dealt with as a distinct real phenomenon, and every 
analyst 1 and every business man does so deal with it—the latter 
realising that it is one thing to figure out the outlay on, and the 
income from, a building in given circumstances and another 
thing to form an idea about the future prospects of the neigh- 
bourhood, or that it is one thing to manage an existing building 
and another to pull it down and replace it by another of a different 
kind. Nor is our analogy with the circulation of the blood idle. 
For the first complete analysis of the static economic process, 
Quesnay’s, was directly inspired by Harvey’s discovery. The 
analytic apparatus or theoretic point of view of statics is presented 
by the concept of a determined equilibrium, the use of which, 
however, is not absolutely confined to the explanation of the 
circular process, as temporary equilibria occur outside of this 
process. 

Because a set of facts, which form a coherent whole and are, 
in many cases, capable of statistical separation from the rest, 
correspondsto static theory, the static stateis not merely a method- 
ological device, still less a pedagogical one. And its range is 
much widened by the fact that it is not a state of rest. It is first, 
of course, no state of absence of motion, as it implies the ever- 
changing flow of productive services and consumers’ goods, 
although this flow is looked upon as going on under substantially 
unchanging conditions. But, secondly, conditions need not be 
entirely constant. We can allow seasonal oscillations. We can 
also allow, without leaving the precincts of statics, chance varia- 
tions, provided reaction to them is merely adaptive, in the sense 
of an adaptation capable of being brought about by infinitesimal 
steps. And we can, finally, deal with the phenomenon of mere 
growth of population, of capital and, consequent thereupon, of 
the National Dividend. For these changes occur continuously, 
and adaptation to them is essentially continuous. They may 


1 Of course, only a minority of economists are aware of the fact. And some 
of those who are, spoil the edge of the tool by speaking of a “ stationary ”’ state. 
Some of these, again, construct a state of harmonious progress to occupy the 
ground between “‘statics’’ and what too obviously lies outside of it. There is no 
objection to such a construction. But it is not always recognised that, owing 
to the fact that it implies consideration of long periods, the “‘normal,’? which 
pertains to it, is much bolder and much more dangerous an abstraction than the 
static one. 
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condition discontinuous changes; but they do not, directly and 
by their mere presence, bring them about. What they do bring 
about automatically are only variations at the margins.1 Increase 
of population, for instance, will, by itself, merely tend to make 
labour cheaper, and diagnosis of the state of any particular nation 
in any particular point of time will have to recognise this as a 
real and distinct element of the situation, however much it may 
be compensated by other factors. From this it follows that 
mere growth is not in itself a source of instability of either the 
System or the Order of Capitalism, within the meaning given to 
“ stability ” in this paper. This disposes of some, if not most, 
theories of ‘“‘ disproportionality,” past and present, and gives 
further help towards “‘ localising ”’ causes of instability. 


II. Stability and Progress 


§ 5. This might very well be all: Economic life, or the economic 
element in, or aspect of, social life might well be essentially 
passive and adaptive and therefore, in itself, essentially stable. 
The fact that Reality is full of discontinuous change would be no 
disproof of this. For such change could without absurdity be 
explained by influences from without, upsetting equilibria that 
would, in the absence of such influences, obtain or only shift by 
small and determined steps along with what we have called 
continuous growth. We could, of course, even then fit trend lines 
through the facts succeeding one another historically; but they 
would merely be expressions of whatever has happened, not of 
distinct forces or mechanisms; they would be statistical, not 
theoretical; they would have to be interpreted in terms of 
particular historic events, such as the opening up of new countries 
in the nineteenth century, acting on a given rate of growth—and 
not in terms of the working of an economic mechanism swi generis. 
And if analysis could not detect any purely economic forces within 
the system making for qualitative and discontinuous change, we 


1 Although, therefore, even these influences do not work within a given state 
of equilibrium and do not tend towards a given centre of gravitation, but displace 
this centre and propel the economic organism away from the old position, the static 
apparatus is admirably competent todeal withthem. Treatment of such questions 
has been called “‘ dynamics”’ by some authorities, foremost among whom was 
E. Barone. It would, perhaps, be best to drop the terms statics and dynamics 
altogether. Certainly they are misnomers, when used in the sense given to them 
in the text, and care should be taken not to think of them by way of analogy with 
their meanings in mechanics and not to confuse the different meanings attached to 
them by different writers. All the different meanings, I suppose, lead back to 
John Stuart Mill, who owes the suggestion to Comte, who, in his turn, expressed 
indebtedness to the zoologist de Blainville. 
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should evidently be driven to this conclusion, which can never 
lack verification, as there are always outside influences to point 
to, and as a great part of the facts of non-equilibrium must in any 
case be explained largely on such lines, whether there be a definite 
piece of non-static mechanism in them or not. 

Now it is always unsafe, and it may often be unfair, to attribute 
to any given author or group of authors clear-cut views of 
comprehensive social processes, the diagnosis of which must 
always rest largely on social vision as distinguished from provable 
argument. For no author or group of authors can help recog- 
nising many heterogeneous elements, and it is always easy to 
quote passages in proof of this. The treatment of the history of 
the analysis of value, cost and interest affords examples in point,” 
and it must be left to the reader to form his own opinion about the 
correctness or otherwise of our thus formulating what seems to us 
to be received doctrine: Industrial expansion, automatically 
incident to, and moulded by, general social growth—of which the 
most important purely economic forces are growth of population 
and of savings—is the basic fact about economic change or evolu- 
tion or ‘‘ progress’’; wants and possibilities develop, industry 
expands in response, and this expansion, carrying automatically 
in its wake increasing specialisation and environmental facilities, 


1 As a matter of fact, this is what the position of our highest authorities comes 
to. Itis certainly the position of Ricardo and John Stuart Mill, whose discussion 
of “‘ progress ’’ mainly turns on the question of relative growth of population and 
capital, occasionally affected by improvement of methods of production, which 
they glance at in passing as a disturber of the normal course of things. Such is 
the position, too, of Walras or, for that matter, of Bohm-Bawerk, who both of 
them seem convinced that everything of a purely economic nature must needs fit 
into one homogeneous body of doctrine, which is frankly “ static ’’ with Walras, 
whilst Béhm-Bawerk always rejected the static conception precisely because it 
excludes some things which yet are undoubtedly ‘‘ purely economic.’’ John B. 
Clark is the one outstanding exception, but Marshall, although embracing within 
his wide horizons every one of the elements essential to a distinct theory of 
‘dynamics,”’ still forced all of them into a frame substantially “‘static.”” The 
present writer believes that some of the difficulties and consequent controversies 
about Prof. Pigou’s argument in his Economics of Welfare are traceable to the 
same source, and his work on Industrial Fluctuations is a monument to the view 
that economic life, in itself essentially passive, is being continually disturbed and 
propelled by “initial impulses’? coming from outside. 

2 Even within the narrower precincts of problems such as these, it has become 
a fashion—a justified reaction, perhaps, from the opposite vice—to interpret older 
authors so very broadly as to make them “ see”’ everything and definitely say 
nothing, and to frown on another way of stating their views as ungenerous. I 
submit, however, first that whilst this attitude is the correct one in evaluating 
individual theorists—provided that the same generous broadness be vouchsafed 
to all—it is not useful in bringing out characteristics; secondly, that mere 
“* recognition ” of a fact means nothing unless the fact be welded into the rest of 
the argument and made to do theoretic work. 
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accounts for the rest, changing continuously and organically its 
own data. 

Grounds for dissent from this view present themselves on 
several points, but I am anxious to waive objections in order to 
make stand out the objection. Without being untrue, when taken 
as a proposition summing up economic history over, say, a thou- 
sand years, it is inadequate, or even misleading, when meant to 
be a description of that mechanism of economic life which it is the 
task of economic theory to explain, and it is no help towards, but 
a bar to, the understanding of the problems and phenomena 
incident to that mechanism. For expansion is no basic fact, 
capable of serving in the réle of a cause, but is itself the result 
of a more fundamental “‘ economic force,’”’ which accounts both for 
expansion and the string of consequences emanating from it. 
This is best seen by splitting up the comprehensive phenomenon 
of general industrial growth into the expansion of the single 
industries it consists of. If we do this for the period of 
predominantly competitive capitalism, we meet indeed at any 
given time with a class of cases in which both entire industries and 
single firms are drawn on by demand coming to them from outside 
and so expanding them automatically; but this additional 
demand practically always proceeds, as a secondary phenomenon,? 


1 Different sets of problems require different distances from the objects of our 
interest; and different propositions are true from different distances and on 
different planes of argument. So, e.g., for a certain way of describing historic 
processes, the presence of a military commander of Napoleonic ability may truly 
be said to be of causal importance, whilst, for a survey farther removed from details, 
it may have hardly any importance at all. Our analytic apparatus consists of 
heterogeneous pieces, every one of which works well on some of the possible 
‘‘ planes” of argument and not at all on others, the overlooking of which is an 
important, and sometimes the only, source of our controversies. 

2 We may conveniently enumerate, partly anticipating and partly repeating, 
the more important types of those secondary phenomena, which we hold received 
opinion, neglecting the primary phenomenon, exclusively deals with, and which 
would not entirely, but almost entirely, be absent without the primary one. 

(1) Expansion of some industries called forth by primary expansion in others, 
as stated above : If a new concern establishes itself, grocers’ businesses will expand 
in the neighbourhood and so will producers of subsidiary articles. The expansion 
of all industries, which do not themselves display any break in their practice during the 
time under consideration is to be accounted for thus. 

(2) If the primary change results in turning out better tools of production, 
naturally this will expand the industries which use them. This must be taken 
account of in judging the comparative success of some State-managed railways 
surrounded by private industries, which force on them improved engines, 
fittings, and so on. 

(3) Every given change starts from a given environment, and would be im- 
possible without its facilities. But every given environment embodies the results 
of previous primary change, and, therefore, cannot be taken, except within static 
theory, as an ultimate datum, acting autonomously, but is itself, in great part, a 
secondary phenomenon. 
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from a primary change in some other industry—from textiles first, 
from iron and steam later, from electricity and chemical industry 
still later—which does not follow, but creates expansion. It 
first—and by its initiative—expands its own production, thereby 
creates an expansion of demand for its own and, contingent 
thereon, other products, and the general expansion of the environ- 
ment we observe—increase .of population included—is the result 
of it, as may be visualised by taking any one of the outstanding 
instances of the process, such as the rise of railway transportation. 
The way by which every one of these changes is brought about 
lends itself easily to general statement: it is by means of new 
combinations of existing factors of production, embodied in new 
plants and, typically, new firms producing either new com- 
modities, or by a new, i.e. as yet untried, method, or for a new 





(4) So is, in great part, what we have called growth. This is specially clear in 
the case of saving, the amount of which would be very much smaller in the absence 
of its most important source, the entrepreneurs’ profits. It is also true as 
to increase of population. And expansion, incident to what would be left of growth 
in the absence of primary change, would soon be quenched by a (physical) law of 
decreasing returns acting sharply. This, then, is the main reason why we think 
so little of the autonomous—as distinguished from secondary—importance of 
external economies incident to mere expansion and of what is left of increasing returns, 
if we exclude all that is either primarily or secondarily due to the cause we are 
about to consider. 

(5) Industrial evolution inspires collective action in order to force improve- 
ment on lethargic strata. Of this kind was, and is, Government action on the 
Continent for improving agricultural methods of peasants. This is not “‘ second- 
ary ’’ in the sense we mean it, but if it comes to creating external economies by 
non-economic influence, it has nevertheless been due so far mainly to some 
previous achievement in some private industry. 

(6) Successful primary change is followed by general reorganisation within the 
same industry, more and more other firms following the lead of some, both 
because of the profits to be gained and the losses to be feared. During this 
process, what have at first been the internal economies of the leaders soon become 
external economies for the rest of the firms, whose behaviour need be no other 
than one of passive adaptation (and expansion) to what for them is environmental 
advantage. But for us, the observers, to look upon the process as one of adapta- 
tion to expanding environment is to miss the salient point. 

(7) Incident to all the phenomena glanced at, are, among other things, secondary 
gains going to all kinds of agents, who do not display any initiative. There is, 
however, another, a secondary, initiative, stimulated by the possibility of such 
gains becoming possible—extensions of businesses, speculative transactions and 
so on, calculated to secure them. The periodic rise and fall of the level of 
prices—an essential piece, as we shall see, of the mechanism of change in 
competitive capitalism—carries in its wake extensions and, to finance them, 
applications for credit merely due to the fact of prices rising, which greatly 
intensify the phenomenon. And this secondary phenomenon is being as a rule 
realised much more clearly by observers than the primary phenomenon which 
gives rise to it. 

Our analysis neither overlooks nor denies the importance of these things. On 
the contrary, it aims at showing their cause and nature. But in a statement of 
fundamental principles within so short a compass they cannot loom large in the 
picture. 

No. 151.—vou. Xxxviil. cc 
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market, or by buying means of production in a new market. 
What we, unscientifically, call economic progress means essentially 
putting productive resources to uses hitherto untried in practice, 
and withdrawing them from the uses they have served so far. 
This is what we call “ innovation.” 

What matters for the subject of this study is merely the 
essentially discontinuous character of this process, which does not 
lend itself to description in terms of a theory of equilibrium. But 
we may conveniently lead up to this by insisting for the moment 
on the importance of the difference between this view and what I 
have called the received one. Innovation, unless it consists in 
producing, and forcing upon the public, a new commodity, means 
producing at smaller cost per unit, breaking off the old ‘‘ supply 
schedule”’ and starting on a new one. It is quite immaterial 
whether this is done by making use of a new invention or not; for, 
on the one hand, there never has been any time when the store of 
scientific knowledge had yielded all it could in the way of industrial 
improvement, and, on the other hand, it is not the knowledge that 
matters, but the successful solution of the task sui generis of 
putting an untried method into practice—there may be, and often 
is, no scientific novelty involved at all, and even if it be involved, 
this does not make any difference to the nature of the process. 
And we should not only, by insisting on invention, emphasise 
an irrelevant point—irrelevant to our set of problems, although 
otherwise, of course, just as relevant as, say, climate—and be 
thereby led away from the relevant one, but we should also be 
forced to consider inventions as a case of external economies.! 


1 There is another point which arises out of the usual treatment of these 
things: Nobody can possibly deny the occurrence or relevance of those great 
breaks in industrial practice which change the data of economic life from time to 
time. Marshall, therefore, distinguishes these, which he calls “ substantive ” 
inventions and which he deals with as chance events acting from outside on the 
analogy, say, of earthquakes, from inventions which, being of the nature of more 
obvious applications of known principles, may be expected to arise in consequence 
of expansion itself. This distinction is insisted upon by Prof. Pigou in the paper 
quoted above. This view, however, cuts up a homogeneous phenomenon, the 
elements of which do not differ from one another except by degree, and is readily 
seen to create a difficulty similar to that of filling the empty boxes. Exactly as 
the failure to distinguish different processes leads, in the case of the boxes, to a 
difficulty in distinguishing between groups of facts—and leads, also, to that state of 
discussion in which some authors hold that most industries display increasing, others 
that most industries display decreasing, still others, that normally any industry 
shows constant, returns—so it is obviously impossible to draw any line between those 
classes of innovations, or, for that matter, inventions ; and the difficulty is not one 
of judging particular cases, but one of principle. For no invention is independent 
of existing data; and no invention is so dependent on them as to be automatically 
produced by them. In the case of important invention, change in data is great ; 
in the case of unimportant invention it is small. But this is all, and the nature 
of the process and of the special mechanism set in motion is always the same. 
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Now this hides part of the very essence of the capitalist process. 
This kind of external economies—and, in fact, nearly every kind, 
even the trade journal must, unless the product of collective action, 
be somebody’s business—characteristically comes about by first 
being taken up by one firm or a few—by acting, that is, as an 
internal economy. This firm begins to undersell the others, 
part of which are thereby definitely pushed into the background 
to linger there on accumulated reserves and quasi-rents, whilst 
another part copies the methods of the disturber of the peace. 
That this is so, we can see every day by looking at industrial life ; 
it is precisely what goes on, what is missing in the static apparatus 
and what accounts both for dissatisfaction with it and for the 
attempts to force such phenomena into its cracking frame— 
instead of, as we think it natural to do, recognising and explaining 
this as a distinct process going on along with the one handled by 
the static theory. Why this is so, is a question which it would 
lead very far to answer satisfactorily. Successful innovation is, 
as said before, a task sui generis. It is a feat not of intellect, but 
of will. It is a special case of the social phenomenon of leader- 
ship. Its difficulty consisting in the resistances and un- 


1 This does not imply any glorification. Leadership itself does not mean only 
such aptitudes as would generally command admiration, implying, as it does, 
narrowness of outlook in any but one direction and a kind of force which sometimes 
it may be hardly possible to distinguish from callousness. But economic leader- 
ship has, besides, nothing of the glamour some other kinds of leadership have. Its 
intellectual implications may be trivial; wide sympathies, personal appeal, 
rhetorical sublimation of motives and acts count for little in it; and although not 
without its romance, it is in the main highly unromantic, so that any craving for 
personal hero-worship can hardly hope for satisfaction where, among, to be sure, 
other types, we meet with slave-trading and brandy-producing puritans at the 
historic threshold of the subject. 

Apart from this source of possible objections, there is a much more serious one 
in the mind of every well-trained economist, whom experience has taught to 
think little of such intrusions into theory of views savouring of sociology, and who 
is prone to associate any such things with a certain class of objections to received 
doctrine, which continually turn up however often they may have been refuted— 
sublimely ignorant of the fact—such as objections to the economic man, to 
marginal analysis, to the use of the barter hypothesis and so on. The reader 
may, I think, satisfy himself that no want of theoretic training is respon- 
sible for statements which I believe to tally fundamentally with Marshallian 
analysis. 

No difficulty whatever arises as to verification. That new commodities or 
new qualities or new quantities of commodities are forced upon the public by the 
initiative of entrepreneurs—which, of course, does not affect the réle of demand 
within the static process—is a fact of common experience; that one firm or a small 
group of firms leads in the sense meant above, in the process of innovation, 
thereby creating its own market and giving impulse to the environment generally, 
is equally patent (and we do not deny facts of other complexion—the secondary 
or ‘‘ consequential ’’ ones); and all we are trying to do is to fit the analytic 
apparatus to take account of such facts without putting its other parts out of 
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certainties incident to doing what has not been done before, it is 
accessible for, and appeals to, only a distinct type which is rare. 
Whilst differences in aptitude for the routine work of “ static”’ 
management only result in differences of success in doing what 
every one does, differences in this particular aptitude result in 
only some being able to do this particular thing at all. To 
overcome these difficulties incident to change of practice is the 
function characteristic of the entrepreneur. 

Now if this process meant no more than one of many classes 
of “ friction,” it certainly would not be worth our while to 
dissent from the usual exposition on that account, however many 
facts might come under this heading. But it means more than 
this: Its analysis yields the explanation of phenomena which 
cannot be accounted for without it. There is, first, the ‘‘ entre- 
preneurial ” function as distinct from the mere “ managerial ”’ 


function—although they may, and mostly must, meet one another 
in the same individual—the nature of which only shows up 
within the process of innovation. There is, secondly, the explana- 
tion of entrepreneurs’ gain, which emerges in this process and 
otherwise gets lost in the compound of “ earnings of management,’’! 
the treating of which as a homogeneous whole is unsatisfactory 
for precisely the same reason which, by universal consent, makes 


it unsatisfactory so to treat, say, the income of a peasant tilling 
his own soil, instead of treating it as a sum of wages, rent, 
quasi-rent and, possibly, interest. Furthermore, it is this 
entrepreneurs’ profit which is the primary source of industrial 
fortunes, the history of every one of which consists of, or leads 
back to, successful acts of innovation.2, And as the rise and 


1 The function in question being a distinct one, it does not matter that it 
appears in practice rarely, if ever, by itself. And whoever cares to observe the 
behaviour of business men at close quarters will not raise the objection that new 
things and routine work are done, as a rule, indiscriminately by the same manager. 
He will find that routine work is done with a smoothness wholly absent as soon as 
a new step is to be taken, and that there is a sharp cleavage between the two, 
insuperable for a very worthy type of manager. This extends far into the realm 
of what we are wont to consider as automatic change, bringing about external 
economies and increasing returns. Take the instance of a business letting out 
motor cars on the principle “‘ drive yourself.’”” A mere growth of the neighbour- 
hood, sufficient to make such a business profitable, does not produce it. Someone 
has to realise the possibility and to found the firm, to get people to appreciate its 
services, to get the right type of cars and soon. This implies solution of a legion 
of small problems. Even if such a firm already exists and further environmental 
growth make discontinuous extension feasible, the thing to be done is not so easy 
as it looks. It would be easy for the trained mind of a leading industrialist, but 
it is not so for a typical member of the stratum which does such business. 

2 It is, as has been said in a previous note, not the running of a business 
according to new plan, but the act of getting it to run on a new plan, which accounts 
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decay of industrial fortunes is the essential fact about the social 
structure of capitalist society, both the emergence of what is, in 
any single instance, an essentially temporary gain, and the 
elimination of it by the working of the competitive mechanism, 
obviously are more than “ frictional’? phenomena, as is that 
process of underselling by which industrial progress comes about 
in capitalist society and by which its achievements result in higher 
real incomes all round. 

Nor is this all. This process of innovation in industry by 
the agency of entrepreneurs supplies the key to all the phenomena 
of capital and credit. The role of credit would be a technical and 
a subordinate one in the sense that everything fundamental about 
the economic process could be explained in terms of goods, if 
industry grew by small steps along coherent curves. For in that 
case financing could and would be done substantially by means of 
the current gross revenue, and only small discrepancies would need 
to besmoothed. If we simplify by assuming that the whole circular 
process of production and consumption takes exactly one period 
of account, no instruments or consumers’ goods surviving into the 
next, capital—defined as a monetary concept—and income would 
be exactly equal, and only different phases of one and the same 
monetary stream. As, however, innovation, being discontinuous 
and involving considerable change and being, in competitive 
capitalism, typically embodied in new firms, requires large 
expenditure previous to the emergence of any revenue, credit 
becomes an essential element of the process. And we cannot 
turn to savings in order to account for the existence of a fund 
from which these credits are to flow. For this would imply the 
existence of previous profits, without which there would not be 
anything like the required amount—even as it is, savings usually 
lag behind requirements—and assuming previous profits would 
mean, in an explanation of principles, circular reasoning. 
“ Credit-creation,”’ therefore, becomes an essential part both of 
the mechanism of the process and of the theory explaining it. 





for entrepreneurs’ profits, and makes it so undesirable to try to express them by 
‘* static ’’ curves, which describe precisely the phenomena of the “ running ”’ of 
it. The theoretical reason for our proposition is, that either competition or the 
process of imputation must put a stop to any “ surplus ”’ gain, even in a case of 
monopoly, in which the value of the patent, the natural agent or of whatever else 
the monopoly position is contingent on, will absorb the return in the sense that it 
will no longer be profit. But there is also a “ practical’ observation to support 
this view. No firm ever yields returns indefinitely, if only run according to 
unchanged plan. For everyone comes the day when it will cease todo so. And 
we all of us know that type of industrial family firm of the third generation which 
is on the road to that state, however conscientiously it may be ‘‘ managed.” 
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Hence, saving, properly so called, turns out to be of less importance 
than the received doctrine implies, for which the continuous 
growth of saving—accumulation—is a mainstay of explanation. 
Credit-creation is the method by which the putting to new uses 
of existing means of production is brought about through a rise 
in price enforcing the “saving” of the necessary amount of them 
out of the uses they hitherto served (“enforced savings ””—cp. 
Mr. Robertson’s “ imposed lacking ’’). 

Finally, it cannot be said that whilst all this applies to 
individual firms, the development of whole industries might still 
be looked at as a continuous process, a comprehensive view 
“ ironing out ”’ the discontinuities which occur in every single case. 
Even then individual discontinuities would be the carriers of 
essential phenomena. But, besides, for a definite reason that is 
not so. As shown both by the typical rise of general prices and 
the equally typical activity of the constructional trades in the 
prosperity phase of the business cycle, innovations cluster densely 
together. So densely, in fact, that the resultant disturbance 
produces a distinct period of adjustment—which precisely is what 
the depression phase of the business cycle consists in. Why this 
should be so, the present writer has attempted to show else- 
where! That it is so, is the best single verification and justi- 
fication of the view submitted, whether we apply the criterion of 
its being “‘ true to life ”’ or the criterion of its yielding explanation 
of a phenomena not itself implied in its fundamental principle. 

If, then, the putting to new uses of existing resources is what 
* progress ” fundamentally consists in; if it is the nature of the 
entrepreneur’s function to act as the propelling force of the 
process; if entrepreneur’s profits, credit, and the cycle prove to be 
essential parts of its mechanism—the writer even believes this to be 


1 “ Theorie der wirtschaftlichen Entwicklung,” 1911, 2nd ed. 1926. Cp. also 
‘The Explanation of the Business Cycle,” Economica, 1927. The failure of the 
price-level to rise in the United States during the period 1923-1926 will be seen to 
be no objection but a further verification of this theory. It has, however, been 
pointed out to the writer, by a very high authority, that prices did also fail to rise 
in the United States in the prosperity immediately preceding the War. It could 
be replied that the factors which account for the stability 1923-1926 had been 
active already before the War. But the U.S. Bureau of Labour figures for 1908- 
1913 are 91, 97, 99, 95, 101, 100. Cp. also Prof. Persons’ chart in Review of Economic 
Statistics, Jan. 1927. It may be well to mention that constructional trades and 
their materials need not necessarily show their activity fully by every index. Iron, 
e.g., being an international commodity, need not rise in price if the phases of the 
cycle do not quite coincide in different countries. As a matter of fact, they 
generally do. But the right way to deal with iron and steel is to use the Spiethoff 
index (production + imports — exports), and this has, so far, always worked 
satisfactorily. 
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true of interest—then industrial expansion per se is better described 
as a consequence than as a cause; and we should be inclined to 
turn the other way round what we have termed the received chain 
of causation. In this case, and as those phenomena link up so as 
to form a coherent and self-contained logical whole, it is obviously 
conducive to clearness to bring them out boldly; to relegate to 
one distinct body of doctrine the concept of equilibrium, the 
continuous curves and small marginal variations, all of whieh, in 
their turn, link up with the circuit flow of economic routine under 
constant data; and to build, alongside of this, and before taking 
account of the full complexity of the “real”? phenomenon— 
secondary waves, chance occurrences, “ growth’”’ and so on—a 
theory of capitalist change, assuming, in so doing, that non- 
economic conditions or data are constant and automatic and 
gradual change in economic conditions is absent. But there is no 
difficulty in inserting all this. And it would seem to follow that 
the organic analogy is less adapted to express faithfuHy the nature 
of the process than many of us think; although, of course, being 
a mere analogy, it may be so interpreted as not to imply anything 
positively wrong and as to avoid the idea of an equilibrium growth 
ad instar of the growth of a tree, which it may, but need not 
necessarily, suggest. 

Summing up the argument and applying it to the subject in 
hand, we see that there is, indeed, one element in the capitalist 
process, embodied in the type and function of the entrepreneur, 
which will, by its mere working and from within—in the absence of 
all outside impulses or disturbances and even of “ growth ”’— 
destroy any equilibrium that may have established itself or been 
in process of being established ; that the action of that element is 
not amenable to description by means of infinitesimal steps; 
and that it produces the cyclical ‘‘ waves ’’ which are essentially 
the form “ progress ” takes in competitive capitalism and could 
be discovered by the theory of it, if we did not know of them by 
experience. But by a mechanism at work in, and explaining the 
features of, periods of depression, a new equilibrium always 
emerges, or tends to emerge, which absorbs the results of innovation 
carried out in the preceding periods of prosperity. The new 
elements find their equilibrium proportions; the old ones adapt 
themselves or drop out; incomes are rearranged; prosperity 
inflation is corrected by automatic self-deflation through the 
repayment of credits out of profits, through the new consumers’ 
goods entering the markets and through saving stepping into the 
place of “‘ created ” credits. So the instabilities, which arise from 
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the process of innovation, tend to right themselves, and do not go 
on accumulating. And we may phrase the result we reach in our 
terminology by saying that there is, though instability of the 
System, no economic instability of the Order. 

§ 6. The instability due to what we conceive to be the basic 
factor of purely economic change is, however, of very different 
importance in the two historic types of capitalism, which we have 
distinguished. 

Innovation in competitive capitalism is typically embodied in 
the foundation of new firms—the main lever, in fact, of the rise of 
industrial families; improvement is forced on the whole branch 
by the processes of underselling and of withdrawing from them their 
means of production, workmen and so on shifting to the new 
firms; all of which not only means a large amount of disturbance 
as an incident, but is also effective in bringing about the result, and 
to change “ internal ’’ economies into ‘“‘ external ”’ ones, only as far 
as it means disturbance. The new processes do not, and generally 
cannot, evolve out of the old firms, but place themselves side 
by side with them and attack them. Furthermore, for a firm of 
comparatively small size, which is no power on the money market 
and cannot afford scientific departments or experimental pro- 
duction and so on, innovation in commercial or technical practice 
is an extremely risky and difficult thing, requiring supernormal 
energy and courage to embark upon. But as soon as the success 
is before everyone’s eyes, everything is made very much easier by 
this very fact. It can now, with much-diminished difficulty, be 
copied, even improved upon, and a whole crowd invariably does 
copy it—which accounts for the leaps and bounds of progress 
as well as for setbacks, carrying in their wake not only the 
primary disturbance, inherent to the process, but a whole 
string of secondary ones and possibilities, although no more than 
possibilities, of recurrent catastrophes or crises. 

All this is different in ‘‘ trustified ’ capitalism. Innovation is, 
in this case, not any more embodied typically in new firms, but 
goes on, within the big units now existing, largely independently 
of individual persons. It meets with much less friction, as 
failure in any particular case loses its dangers, and tends to be 
carried out as a matter of course on the advice of specialists. 
Conscious policy towards demand and taking a long-time view 
towards investment becomes possible. Although credit creation 
still plays a réle, both the power to accumulate reserves and the 
direct access to the money market tend to reduce the importance 
of this element in the life of a trust—which, incidentally, accounts 
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for the phenomenon of prosperity coexisting with stable, or nearly 
stable, prices which we have had the opportunity of witnessing in 
the United States 1923-1926. It is easy to see that the three 
causes alluded to, whilst they accentuated the waves in competi- 
tive, must tend to soften them down in trustified, capitalism. 
Progress becomes “ automatised,” increasingly impersonal and 
decreasingly a matter of leadership and individual initiative. 
This amounts to a fundamental change in many respects, some of 
which reach far out of the sphere of things economic. It means 
the passing out of existence of a system of selection of leaders 
which had the unique characteristic that success in rising to a 
position and success in filling it were essentially the same thing 
—as were success of the firm and success of the man in charge— 
and its being replaced by another more akin to the principles of 
appointment or election, which characteristically divorce success 
of the concern from success of the man, and call, just as political 
elections do, for aptitudes in a candidate for, say, the presidency 
of a combine, which have little to do with the aptitudes of a 
good president. There is an Italian saying, ‘‘ Who enters the 
conclave as prospective pope, will leave it as a cardinal,’ which 
well expresses what we mean. The types which rise, and the 
types which are kept under, in a trustified society are different 
from what they are in a competitive society, and the change 
is spreading rapidly to motives, stimuli and styles of life. For 
our purpose, however, it is sufficient to recognise that the only 
fundamental cause of instability inherent to the capitalist system 
is losing in importance as time goes on, and may even be 
expected to disappear. 

§ 7. Instead of summing up a very fragmentary argument, I 
wish to emphasise once more, in concluding, that no account 
whatsoever has been taken of any but purely economic facts and 
problems. Our diagnosis is, therefore, no more sufficient as a 
basis for prediction than a doctor’s diagnosis to the effect that a 
man has no cancer is a sufficient basis for the prediction that he 
will go on living indefinitely. Capitalism is, on the contrary, in 
so obvious a process of transformation into something else, that it 
is not the fact, but only the interpretation of this fact, about which 
it is possible to disagree. Towards this interpretation I have 
wished to contribute a negative result. But it may be well, in 
order to avoid misunderstanding, to state expressly what I 
believe would be the positive result of a more ambitious diagnostic 
venture, if I may presume to do so in one short and imperfect 
sentence: Capitalism, whilst economically stable, and even gaining 
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in stability, creates, by rationalising the human mind, a mentality 
and a style of life incompatible with its ownfundamental conditions, 
motives and social institutions, and will be changed, although 
not by economic necessity and probably even at some sacrifice of 
economic welfare, into an order of things which it will be merely 
matter of taste and terminology to call Socialism or not. 

JOSEPH SCHUMPETER 


University of Bonn. 





THE REPRESENTATIVE FIRM 
I 


THE Marshallian conception of a Representative Firm has 
always been a somewhat unsubstantial notion. Conceived as an 
afterthought—so far as I am able to discover it does not figure 
at all in the first edition of the Principles—it lurks in the obscurer 
corners of Book V like some pale visitant from the world of the 
unborn waiting in vain for the comforts of complete tangibility. 
Mr. Keynes has remarked that, “‘ this is the quarter in which in 
my opinion the Marshall analysis is least complete and satis- 
factory and where there remains most to do,” 1 and others have 
not been lacking to express similar opinions. 2 Marshall himself 
makes singularly little use of the notion in other writings and, 
save in one or two instances,’ it does not appear to have been 
used much since his day. Nevertheless, as is the way with 
ghosts, it bids fair to outlast many more virile creations. “Not 
offering the same surface for attack, it tends to pass notice, 


though continuing indirectly to influence thought, and even to 
raise up for itself more earthy and tangible descendants. In 
certain recent discussions of applied economics in particular, its 
influence has been discernible. For this reason, and for the sake 
of the intrinsic interest of anything suggested by Marshall,* 
seems worth while trying to examine it further. 


1 Economic JOURNAL, 1924, p. 351. 

2 H.g., Davenport, Value and Distribution, pp. 374-378. 

3 This paper was written and set up before the publication, in the last number of 
this Journal, of Professor Pigou’s Analysis of Supply. It does not contain, there- 
fore, any comment on the use there made of the almost identical concept of the 
Equilibrium Firm, but I venture to express the hope that the observations I have 
made upon Marshall’s own construction will not be found to be wholly inapplicable 
to this interesting and important variation. 

4 Is it necessary at this stage to make more explicit the inevitable deference 
of all serious economists, I wonder? Perhaps it is, for in certain quarters there 
seems to have arisen a strange myth, which I for one should like publicly to 
repudiate, that economists of the tradition in which I was trained have a secret 
grudge against Cambridge and all things Marshallian. In fact, of course, nothing 
could be more ridiculous. In the friendly rivalry of two great centres of stucy ié 
is natural that controversy should occasionally arise and that good-humoured 
gibes should be given and taken. But what London man, sensible of his own 
debts and alive to the massive contribution of Marshall and his successors, will 
not willingly yield pride of place to the great fountain head of so much that is 
most vital and significant in modern economics ? 
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II 


Let us first try to get a clear idea of matters as they presented 
themselves to Marshall. 

The first appearance of the concept is in the last chapter of 
Book IV of the Principles—the Book which deals with the agents 
of production. The chapter is headed ‘Correlation of the 
Tendencies to Increasing and Diminishing Return.” Marshall 
opens the discussion by recalling the doctrine of internal and 
external economics. He indicates certain limits to the former 
and dwells again on the importance of the latter. In the first 
edition he then contents himself with saying that “‘ these results 
will be of great importance ” when the supply price of a com- 
modity is studied, and that although new producers of any 
commodity may labour under special difficulties, “‘ the general 
rule is the other way”’ and “ extra produce will commonly be 
got by increasing the output of businesses already established at 
a less than proportionate cost of extra labour and sacrifice.” } 
In the second and subsequent editions, however, the wording is 
changed.? After announcing the importance of what has gone 
before in relation to the study of supply prices, Marshall goes on 
to state: ‘‘ We shall have to analyse carefully the normal cost of 
producing a commodity relatively to a given aggregate of produc- 
tion; and for this purpose we shall have to study the expenses of 
a Representative Producer for that aggregate volume. On the 
one hand we shall not want to select some new producer just 
struggling into business, who works under many disadvantages 
and has to be content for a time with little or no profit, but who 
is satisfied with the fact that he is establishing a connection and 
taking the first steps towards building up a successful business ; * 
nor on the other hand shall we want to take a firm which by excep- 
tionally long-sustained ability and good fortune has got together 
a vast business and huge, well-ordered workshops that give it a 
superiority over all its rivals. But our representative firm must 
be one which has had a fairly long life and fair success, which is 
managed with normal ability, and which has normal access to the 

1 Principles, 1st ed., p. 378. 

2 The change was obviously the result of the changes in the parts of Book V 
dealing with the notion of increasing returns under competitive conditions. It 
would be interesting if some pupil of Marshall’s could supply an exact history 


of these changes. 

3 It is interesting to observe that when he comes to study the subject in 
question this is precisely what he does, safeguarding himself only by depicting 
the producer as asking whether in time he may hope to become representative. 
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economics, external and internal, which belong to that aggregate 
volume of production: account being taken of the class of goods 
produced, the conditions of marketing them, and the economic 
environment generally.” } 

This is the clearest and fullest definition of the concept. 
When Marshall refers to it again, he always speaks of it as some- 
thing which has already been made clear—a plan whose nature 
has been explained fully in other connections.? Nevertheless, 
by piecing together stray pronouncements, it is possible to add a 
little precision to the notion. 

(1) In the first place, it is clear that it is an economic rather 
than a legal concept. That is to say, when Marshall speaks of a 
firm, he has in mind a productive unit of one kind or another. 
He is not referring merely to a particular legal form of business 
association—the old-fashioned private partnership or the one-man 
business. This emerges quite clearly in a passage in Industry and 
Trade, in which he says very definitely that whereas until recently 
the representative firm was a private partnership, now “ joint 
stock control has become . . . general even in regard to manu- 
facturing and other industries.” * And in the Principles in one 
place he commences a discussion with the remark, ‘‘ We may select 
as representative a firm whether in private or joint stock manage- 
ment.” 4 This, I think, is quite clear; although of course it is 
not so clear that with this change in the organisation of industry 
the conception retains its suitability for the purpose for which 
it was devised. If we read between the lines, indeed, we find 
signs that Marshall himself was troubled about this.® 

(2) But while we are on firm ground in concentrating atten- 
tion on economic organisation as such rather than upon particular 
legal forms of such organisation, it is not so easy to say whether 
Marshall was thinking of a representative plant or technical pro- 
duction unit or a representative business organisation. In the 
Principles he gives the impression of referring to the latter. 
For instance, speaking of the cost of building up a trade connec- 
tion, he depicts the “ alert entrepreneur ”’ asking himself whether 
his undertaking has a fair chance of becoming representative, 

1 Principles, 2nd ed., p. 375, 8th ed., p. 317. 

2 As, for instance, on pp. 342 and 396. The qualifications with which the 
term is accompanied are nearly always a mere verbal paraphrase of the passage 
just quoted. 

3 Industry and Trade, p. 314. 

4 Principles, 8th ed., p. 318. 

5 E.g. Industry and Trade, p. 316, and Principles, p. 316. These and the 


references that follow are taken from the 4th ed. of Industry and Trade and the 
8th ed. of the Principles. 
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saying that the investment of capital in a trade “is . . . governed - 
by estimates on the one hand of the outgoings required to build 
up and work such a representative firm, and on the other of the 
incomings spread over a long period of time ” ! to be got by the 
price estimated to be normal. But against this must be put a 
passage in Industry and Trade, in which he distinctly asserts that 
the establishment or plant best suggests the “‘ command possessed 
of the economics of production. Economics of marketing are 
often better represented by statistics of businesses, but on the 
whole the establishment is doubtless the best unit.” 2 This 
assertion, however, occurs in the course of an analysis of the 
statistics of the American Census of Production, and may be 
regarded, perhaps, as special pleading for his data. On the 
whole, although it would be hard to contend that Marshall was 
always very clear on this subject, the main drift of his argument, 
I suggest, points to the business rather than to the establishment 
as the representative unit. 

(3) Finally we may inquire into the relation of this conception 
to the statistical conception of an average. Is the representative 
firm to be conceived as a mere average, to be established by 
applying one or other of the recognised statistical methods to the 
analysis of any given set of business statistics? On this point, 
fortunately, Marshall is fairly explicit. It is not an average of 
this sort. A given set of business statistics will exhibit the results 
of both short-period and long-period influences, and the repre- 
sentative firm is essentially a long-period conception. Thus, if 
we like we may regard it as an average firm, but we must regard 
it as an average which would only emerge arithmetically under 
conditions when all present tendencies to change had reached a state 
of equilibrium. In no other way can it be regarded as being 
statistically established.* This fact has a double significance. 
On the one hand, it seems to render irrelevant all objections to 
the appropriateness of the conception based on an examination 
of statistics of actual businesses. Mr. Keynes, for instance, dis- 
cussing Mr. Coates’ very interesting analysis of business profits, 
suggests that the magnitude of the dispersion is such as “ to do 
some damage to the conception.” * If the foregoing analysis is 
correct, I am disposed to agree with Mr. Robertson that Marshall 
would not have been of this opinion.5 On the other hand, it 
cuts equally against the practical usefulness of the notion. If 


2 Principles, pp. 377-8. 2 Industry and Trade, p. 847. 
® See Principles, p. 318. 


* ECONOMIC JOURNAL, 1927, p. 205. 5 Ibid., p. 571. 
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the averages obtainable from statistics are not admissible, then 
the prospect of simpiifying the analysis of supply by this method 
becomes illusory. To those of us who do not possess the childlike 
faith in unaided statistical induction now prevalent in many 
quarters, this will not be a great disappointment if the concep- 
tion can be proved to be theoretically useful in facilitating the 
comprehension of general relations. But since it seems probable 
that in this instance Marshall’s main intention in devising this 
plan was the simplification of practical inquiry, it must be 
admitted that its raison d’étre is considerably weakened by these 
considerations. 


III 


Such then is the Representative Firm as conceived by Marshall : 
a long-period average business unit, representative of the organ- 
isation of a given line of production. It is now time to ask for 
what purposes he devised the conception and to what extent it 
is suited for these purposes. 

Fortunately, on this point there is little need for conjecture. 
The interesting and important article on The Colwyn Report, the 
Income Tax and the Price Level by Mr. Robertson 1 contains a 
pronouncement on that point which we may regard as authorita- 
tive. It was devised, according to Mr. Robertson, to meet the 
difficulties occurring in the analysis of supply when there is a 
disparity of efficiency as between different producers.2 This 
harmonises so well with what hints we are able to glean from 
Marshall ? that it would be otiose to make further inquiries. The 
way is therefore clear for us to ask, further, to what extent the 
conception is appropriate for the purpose for which it was devised. 

Before we can do this, however, it is necessary to make plain 

1 Economic JOURNAL, 1927, p. 566 seq. 

2 Mr. Robertson’s pronouncement is so relevant to the whole of what follows 
that I venture to transcribe it in full. It occurs in the course of an analysis of 
Mr. Coates’ contention that owing to this disparity net profits have no influence 
on price. ‘In real life,’ says Mr. Robertson, attempting to paraphrase this 
contention, “‘ production is in the hands of numerous producers of very varying 
strength and ability, some of whom are so weak that they are making no profits, 
or even meeting losses. The goods supplied by these producers form part of 
the total supply of goods by the magnitude of which, taken in conjunction with 
the conditions of demand, price is determined. Therefore (so the argument 
appears to run), the magnitude of net profits is irrelevant to the determination 
of that price. 

“It is precisely this type of argument that Marshall’s conception of the 
Representative Firm was designed, as it seems to me, to forestall.” Ibid. 


pp. 570-1. 


3 H.g. the passage quoted above. See also Principles, p. 342 seq. 
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one distinction. The disparities of efficiency as between different 
producing units in any given industry, to which Mr. Robertson 
refers, may be due to two analytically separable sets of con- 
ditions. Either they may be due to what are, for the period 
under consideration, ultimate deficiencies of productive factors 
of the highest order of efficiency—the best lands, the best mana- 
gers, the best equipment, etc.—deficiencies which theoretically 
would make themselves felt were all transitory disturbances of 
tendencies to change absent; or they may arise as phenomena of 
maladjustment, when changes in demand or the ultimate con- 
ditions of supply are necessitating a new equilibrium. If we 
follow the generally accepted terminology, we may call the 
former static, the latter dynamic disparities. The former are 
the disparities which would appear in any given productive 
situation were all causes of further change to cease. The latter 
are disparities which emerge as a result of changes in the given 
productive situation. In real life, of course, the two are almost 
inextricably entangled; but unless we are willing to resign our- 
selves to the nirvana of purposeless observation, this does not 
render it any less desirable to distinguish them for purposes of 
analysis. In the following examination of the suitability of the 
Marshallian doctrine I shall endeavour so to distinguish them. 

I turn first to what I have called static disparities and the 
general problem of economic equilibrium. The elements of the 
problem are simple. Within the various groups of factors of 
production employed in any branch of industry the constituent 
factors are unequal in efficiency. There are not enough lands of 
the first order of quality, there are not enough managers of the 
first order of ability, there are not enough workmen of the first 
order of efficiency, to go round. Recourse is therefore had to 
factors of inferior efficiency. Demand and the ultimate supplies 
of all kinds of factors remain constant. What are the conditions 
of equilibrium ? 

Now if these disparities were not present, if all lands were 
of equal quality, all managers of equal ability, all workmen of 
equal efficiency, within their different grades, we should all be 
agreed as to the answer to this question. Equilibrium would be 
reached when the net advantages reaped by the employment of 
any factor in one line of production were at least as great as the 
net advantages to be reaped by employment in any other line 
of production; and if we assume that there is only one kind of 
land, one kind of worker, one kind of entrepreneur, and that the 
different lines of industry offer equal attractions other than 
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monetary remuneration, then we should conclude that when 
equilibrium is attained all rents will be equal, all wages will be 
equal, and—what is more significant from our point of view— 
the profits of different firms will be equal. 

On this point I think there would be general agreement. We 
might justly question whether such a state of things was possible, 
either as regards homogeneity of factors or as regards the attain- 
ment of final adjustment, but such objections, though valid 
enough if there were any disposition to accept the hypothesis as a 
counterpart of reality, would be irrelevant from the point of view 
of this argument. The important point is that, in the circum- 
stances assumed, such would be the conditions of equilibrium. 

But now let us waive the condition of homogeneity of factor 
efficiency. Let us permit differences of quality of land, differ- 
ences of ability of entrepreneurs, differences of efficiency of 
different kinds of workmen, to enter our hypothesis. Under such 
conditions is it necessary to modify or to complicate the formula 
for equilibrium ? 

Surely the answer is, no it is not in any way necessary. So 
far as land differentials are concerned, the rent analysis has long 
shown how competition adjusts the return to different prices of 
land according to their differential of quality. It is easy, as 
Marshall himself has shown, to take account of the differing 
efficiency of wage-earners.1 Why then, when we come to deal 
with long-period profit doctrine and the differences of managerial 
and business ability, should we find it necessary to consider a 
firm, an entrepreneur, of average or typical efficiency? Just as 
units of a given supply may be produced on lands of varying 
efficiency, so their production may be supervised by business 
men of varying ability. What is normal profit for one will not 
be normal profit for another, that is all. There is no more need 
for us to assume a representative firm or representative producer, 
than there is for us to assume a representative piece of land,” a repre- 
sentative machine, or a representative worker. All that is necessary 
for equilibrium to prevail is that each factor shall get at least as 
much in one line of production as it could get in any other: as 
much, of course, including all advantages and disadvantages of 
work, hiring or investment. 

At this point it is perhaps desirable to remove a possible 

1 Principles, p. 547. 

2 Strangely enough, this has actually been done by Cairnes in his essay on 
Political Economy and Land (Essays in Political Economy, pp. 187-231). But 
the results there achieved are not such as to recommend the general adoption 


of the notion. 
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cause of misapprehension. This formula of equilibrium does not 
imply that ability below a certain level will find remunerative 
employment in managerial positions in any line of industry. It 
is sometimes thought that this theory of unequal normal profits 
implies that any firm of whatever efficiency can get along some- 
how, even in the long-time equilibrium adjustment. This is a 
complete mistake, due to a failure to perceive the true nature of 
the competitive process assumed to be at work under such 
hypothetical conditions. Of course, if, following Professor 
Pigou’s conception of negative wages,! we are willing to con- 
template negative profits of any dimensions, then theoretically we 
can conceive the absorption of any number of entrepreneurs of 
any degree of inefficiency in any given industry. But such an 
abstraction is neither useful nor necessary at this juncture.2 A 
glance at the theory of land rents is much more illuminating. 
Just as under ideal competition the various bits of land are sorted 
out into different uses according to their respective qualities, so, 
under the conditions we are assuming, human factors of produc- 
tion are sorted out according to their efficiency, not only hori- 
zontally as between different industries, but also vertically as 
between productive grades. If a man is extra-marginal as an 
entrepreneur, he will find employment as a manual labourer or 
as a salaried official. The doctrine of unequal normal profits no 
more implies that we are likely to find half-wits or incompetents 
at the head of businesses than the doctrine of unequal normal 
rents implies that we are likely to find the wilds of Nova Scotia 
used as the sites of multiple shops. 

For all this, of course, there is abundant confirmation in 
Marshall’s own analysis. I have referred above to the passage 
in which he shows that ‘‘ competition tends to make the earnings 
got by two individuals of unequal efficiency. in any given 
time not equal but unequal.’* If we turn to his treatment 
of what he calls the law of substitution, we find an even more 
pregnant allusion to the way in which “ society substitutes one 
undertaker for another who is less efficient in proportion to his 
charges’ * (my italics)—a perfectly satisfactory account of the 
conditions of equilibrium which makes, not equal efficiency, but 
factors rewarded proportionately to efficiency, the ultimate 

1 Industrial Fluctuations, p. 284. Needless to say, my comments on the 
use of such a conception in this connection imply no strictures of the illuminating 
uses to which it is put by Professor Pigou in another context. 

2 It may be remarked, however, that it is by no means so fantastic as at first 


sight it may appear, in the case of ‘‘ gentleman farming ” and similar hobbies. 
3 Principles, p. 547. 4 Ibid., p. 341. 
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product of the competitive process. All of which makes it all 
the more surprising when, a few pages further on, we find him 
reverting to the man of “normal capacity’ asking himself 
whether, if he sets up in a certain line of business, he may hope 
that in time his concern may become representative. The 
necessity for such a complication is certainly not obvious. 

But now it is necessary to forestall a possible criticism. It 
is all very well, it may be urged, to discuss equilibrium in terms 
of these rigid assumptions, but it is not fair to Marshall to judge 
his conceptions on this plane of analysis. For Marshall, as is 
notorious, would not admit the ultimate severity of the static 
assumptions. Either for fear of becoming unintelligible to 
business men and economic historians, or because of his curious 
predilection for biological analogies he always shirked these 
heroic abstractions. And in this particular connection, it is 
true, he went out of his way to reject the desirability of such an 
hypothesis. ‘‘ Of course,” he says, “ we might assume that in 
our stationary state every business remained always of the same 
size and with the same trade connection. But we need not go 
as far as that: it will suffice to suppose that firms rise and fall, 
but that the ‘ representative ’ firm remains always of the same 
size as does the representative tree of a virgin forest, and that 
therefore the economies resulting from its own resources are 
constant, and since the aggregate volume of production is con- 
stant, so also are those economies resulting from subsidiary indus- 
tries in the neighbourhood.” ? All this may be admitted. No 
doubt it is true that as, one by one, we remove artificialities from 
our assumptions it is important that we should take account of 
the fact that, even in conditions where population is stationary, 
where capital is constant, where demand is unchanging, and 
where no technical changes are taking place, that individuals 
and machines will appreciate and depreciate with the passage 
of time, and that particular firms will wax and wane in prosperity 
like the ‘“‘ trees of the forest” which Marshall was so fond of 
introducing. But this necessitates no modification in our general 
conception of equilibrium. All that is necessary for equilibrium 
to persist is that at every particular moment producers shall be 
getting as much where they are as they can get elsewhere—the 
‘as much ”’ including the other advantage or disadvantage of 
good or bad times to come in the future. 

But still, it may be objected, this was not what Marshall had 


1 See the very interesting letter to J. B. Clark in Memorials, p. 415. 
2 Principles, p. 367. 


Dpd2 











396 THE ECONOMIC JOURNAL [SEPT. 


in mind in the passage we have examined. The ultimate object 
of this assumption of the stationary state, as we know, was to 
exhibit the influence of cost upon values.1_ What Marshall was 
here discussing in other words was not the conditions of equili- 
brium, but the conditions of “‘ stationariness ”’ as a preliminary to 
examining the influence of cost upon value under stationary con- 
ditions. Of course this is true, but it gives no support to the 
conception we are discussing. The idea of a representative firm 
is even less essential to the hypothesis of “‘ stationariness ” than 
to the hypothesis of equilibrium. If demand is unchanging, if 
technique is unaltered, and if the ultimate supply of all factors 
of production remains of the same dimensions, then if we believe 
in economic determinateness at all, it is totally superfluous to add 
that the average size of firms in different industries will remain the 
same. It may be suggested that if Marshall had considered the 
conditions of ‘‘ stationariness ”’ in the sense just indicated (which, 
of course, makes complete allowance for the kind of change he 
was contemplating *), he would never have found it necessary 
to introduce the representative firm at this juncture. As it was, 
approaching the conception not from the point of view of the 
productive situation as a whole, as Davenport calls it, but from 
the point of view of one line of production at a time, he was led 
to define “ stationariness ’’ in terms of the constancy of his various 
averages. With great deference, I submit that this is a clumsy 
and unnecessary expedient, and one which may give rise to false 
ideas of the ultimate processes of causation involved. 

Nor is the necessity of the conception any more apparent 
when we come to deal with problems of dynamic change, changes 
in demand, changes in technique, changes in the ultimate supplies 
of different factors of production. Here new disparities of 
efficiency emerge. Owing to the changes assumed, some factors 
and combinations of factors are no longer as comparatively 
efficient in one line of industry as they were, and it is necessary 
that they should go elsewhere. We now approach the equi- 
librium problem from a rather different angle. Granted, that is 
to say, that the old equilibrium prices are no longer appropriate, 
how long will disequilibrium persist ? When will these disparities 
disappear? But again no recourse to the conception of a long- 
period average seems called for. Disequilibrium will persist, 

1 This must not be taken to imply that in the writer’s estimation Marshall 
was successful in achieving this object. 


2 Just as when we assume that population is constant, we do not exclude 


births and deaths. 
5 On all this see Davenport, Economics of Enterprise, pp. 64 and 77-83. 
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and transfer of productive factors will occur, until once more 
each factor is receiving as much in the shape of net advantages 
where it is as it could hope to get elsewhere. Or, to put the 
same thing another way, if any group of factors is receiving 
more in one line than similar factors are getting elsewhere, there 
will be a tendency to transfer to that line; if it is receiving less, 
there will be a tendency for some to transfer elsewhere. I 
confess that I find it hard to see the necessity for invoking the 
conception of an average combination of productive factors in 
this connection. If, to take perhaps the simplest example, 
owing to a shift in the conditions of demand, an industry is under 
the necessity of expanding or contracting, there is surely nothing 
in the nature of things which would lead us to expect that the 
factors which are transferred are all of the same efficiency, and 
nothing in the requirements of pure equilibrium theory to 
necessitate the assumption that they are. 

So much for general equilibrium theory. So far the necessity 
for the representative firm has not been in any way apparent. 
But what about what Pareto has called the theory of partial 
equilibria, the examination of particular cases of value, with 
which, as we know, the main detail of Book V is concerned ? 

I confess that here, too, the conception appears to me super- 
fluous. The intersecting curves of supply and demand, which 
are the main apparatus of this mode of analysis, are capable of 
construction without resort to this instrument. Putting aside 
the objections of the equilibrium theorists to the whole assump- 
tion that other things remain equal, there is no difficulty in 
conceiving a supply schedule showing variations in amount 
offered in response to price changes. Marshall seems to have 
thought that by concentrating on the supply schedule of his 
representative firm, this conception might be further simplified. 
But this hope appears to be illusory. In the first place, as has 
been shown above, no practical simplification is involved. The 
representative firm is not the short-period average. And 
secondly, and much more important from our point of view, no 
theoretical simplification which is not misleading is involved. 
If all firms in a given line of industry were representative, and if 
an increase or a diminution of output were merely met by a 
simultaneous expansion or contraction on the part of each firm 
concerned, then no doubt the examination of the account-books 
of any one of them would tell us all we wanted about probable 
variations in price. But we know that this is not a necessary 
condition of expansion or contraction. As Mr. Robertson points 
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out, a change of this sort may be met either by a change in the 
output of existing firms or by a change in their number.! And if 
the latter event is what happens, then it should be quite clear, 
from what has been said already, that the representative firm may 
cease to be representative and its cost curve cease to be significant. 
Under such conditions—which, it is submitted, are just as probable 
as the other—resort to the representative firm is not merely 
unnecessary, it is positively misleading. 

Finally we may briefly examine the special case of diminishing 
costs under competitive conditions. For it is quite clear that 
it was here, if anywhere, that Marshall expected the conception 
to be really significant. The opening chapters of Book V abound 
with references to the necessity of applying the “ plan” in 
analysis of such conditions, and both Chapter XII and Appendix H 
do employ the plan continually. 

But here again close examination seems to dispose of the 
necessity for so doing, and even to suggest that much of the 
obscurity in which this part of the Marshallian theory is 
undoubtedly enveloped is due to its adoption. It is quite true 
that if all internal economies were equal, unequal access to 
external economies, save in so far as it was due to natural limita- 
tions of space, might result in the elimination of those firms in 
a position of manifestly inferior advantage—always assuming 
that the existence of external economies, suitable for consideration 
in this relation and sufficiently powerful to produce such a 
situation, are conceivable.2, But surely nothing obliges us to 
conceive of internal economies in this rigid and limited manner. 
If we are to restrict the term external economies to economies 
external to a particular firm but internal to the industry as a 
whole—and I submit that any extension of the term beyond that 
is illegitimate in this connection, since it assumés to be a function 


1 Economic JOURNAL, 1927, p. 572. 

2 The existence of such economies has been questioned both by Professor 
Young and by Mr. Robertson. and so far as practical applications of the doctrine 
are concerned, there seems much to be said for their scepticism. Most of the 
economies cited by the apologists of this doctrine—improved transport, the 
telephone, subsidiary industries, etc.—seem to be inappropriate to the con- 
sideration of the supply curve of any one industry and to fall rather into the 
sphere of population theory (see Macgregor, Industrial Combinations, Part I, 
Chapter I, for a very illuminating discussion of external economies); while it 
must be remembered that much of the plausibility of Marshall’s exposition depends 
upon his assumption that internal and external economies vary together—an 
assumption which I submit is quite illegitimate. The whole doctrine of internal 
and external economies as presented by Marshall seems, indeed, radically in need 
of revision. But, for purposes of pure theory, it is legitimate to contemplate 
the situation in question, if only to exhibit the other anomalies of his exposition. 











aS ee eS ct US 


i | 


ba oi oO of 








1928] THE REPRESENTATIVE FIRM 399 


of one variable what is really a function of many—then surely 
we must recognise that what are internal and external economies 
for any one firm are, partly at least, a matter of the capacity and 
opportunities of management. What is an internal economy for 
one firm may be an external economy for another. And in any 
case it is surely obvious that, whatever their nature, the internal 
economies will vary with the nature of the management. The 
old doctrine which bade us consider the application of equal 
quantities of capital and labour to different pieces of land is not 
more artificial and unnecessary than this doctrine which assumes 
that all management must be of equal efficiency. 


IV 


So far in this analysis of the Representative Firm it has 
been suggested merely that the notion is superfluous, that there 
is no problem in the whole range of value theory which cannot be 
more satisfactorily treated without it. But now I want to carry 
the attack a stage further. I want to suggest, that is to say, 
that it is not only unnecessary, but misleading. Not only that it 
is possible to be clear and exhaustive without it, but that its 
use may actually prevent the attainment of clarity and exhaus- 
tiveness. 

I have suggested already, in passing, certain ways in which, 
incautiously handled, the conception may give rise to misappre- 
hension, the way in which it may mislead with regard to the 
construction of supply curves, and the way in which, in discussions 
of the stationary state, it may lead us to imagine that the average 
is the condition rather than the result of equilibrium.! But it is 
possible, I think, to condemn it on grounds more general than this. 
The whole conception, it may be suggested, is open to the general 
criticism that it cloaks the essential heterogeneity of productive 
factors—in particular the heterogeneity of managerial ability— 
just at that point at which it is most desirable to exhibit it 
most vividly. 

I can best explain what I mean by an example drawn from 
the work of one of Marshall’s own followers. 

According to Mr. Robertson, the true Marshallian doctrine 
in this respect is admirably expounded by Mr. Henderson in 
Supply and Demand, chapter V, paragraph 4.7 Personally, I 

1 I do not, of course, suggest that Marshall himself cou/d commit so gross an 
error, but I do submit that such may well be the result of this mode of approach 


to problems of this character. 
2 Economic JOURNAL, 1927, p. 574. 
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think I should be inclined to question Marshall’s whole-hearted 
approval of this version of his conception; but at least we shall 
do no violence to the facts if we take Mr. Henderson’s treatment 
as the product of Marshallian influence. In the paragraph cited 
by Mr. Robertson, Mr. Henderson is assailing the old argument 
that the marginal analysis leads to the view that the price of a 
commodity is determined on the supply side by the cost at which 
the least efficient concern in the industry at any given time can 
market its products. What he has to say in this connection is 
so important for the rest of my argument that I make no apology 
for quoting it in full. 

“Such an argument,” he says, referring to the view I have 
just mentioned, “‘ is a gross caricature of the marginal conception. 
The half-witted incompetent will, as we know well enough, 
speedily disappear under the stress of competition, and his place 
will be taken by more efficient men. There is an essential 
difference between him and the ‘ marginal coal mine’ of which 
we spoke above. For the probability is that of the coal resources 
whose existence is clearly known, the more fertile and better 
situated parts will already be in process of exploitation, and 
there is not likely, therefore, to be a supply of substantially 
better seams which can be substituted for the worst of those in 
actual use. There is likely, on the other hand, to be available 
a supply of decent business capacity which can be substituted 
for the most inefficient of existing business men. The marginal 
concern, in other words, must not be conceived as that working 
under the least advantageous conditions in respect of the assist- 
ance it derives from the strictly limited resources of nature, but 
under average conditions as regards managerial capacity and 
human qualities in general. Thus, in agriculture we can speak 
of a marginal farm which we should conceive as the least fertile 
and worst situated farm which it is just worth while to cultivate 
. . . but we must assume it to be cultivated by a farmer of 
average ability.” 1 

Now so far as this may be conceived to be directed against 
the very crude and silly view of the marginal analysis already 
mentioned, it is possible to agree with the intention, if not with 
the argument. As has been shown already, there is nothing in 
the marginal, or any other sensible form of analysis, which would 
leave us to suppose that there is room in the long-period adjust- 
ment for half-witted incompetents as controllers of business 
enterprise. It is the essence of ideal competition that men whose 


1 Henderson’s Supply and Demand, pp. 59-60. 
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efficiency is below that of the lowest grade which the social 
demand, acting in a given situation, necessitates being taken into 
entrepreneurship, are sifted out into other positions in the system 
of equilibrium, just as lands below the margin in one use are 
relegated to inferior uses. In attempting to refute a doctrine of 
this sort, Mr. Henderson has the support of all economists. 

But when he goes on to argue that, because of this, we are 
justified in assuming that in a long-period adjustment all pro- 
ducers are at least of average ability, I for one must enter a most 
emphatic protest. Even Adam Smith, that discredited laissez- 
faire economist, with his insistence on the original similarity of 
porters and philosophers, did not go so far as this. How Mr. 
Henderson, who has had day by day the job of teaching men 
whose capacity, even when they are scarcely out of adolescence, 
demands half the letters of the Greek alphabet for its classi- 
fication—for I cannot believe that in this respect things are any 
different at Cambridge from what they are at Oxford and London 
—how anyone who has had experience of this sort can bring 
himself to assert such a thing passes my comprehension—or at 
least it would, did I not believe it to be directly due to this 
confusing habit initiated by Marshall. It may be perfectly true 
that if one had a free hand to pick men from other industries, 
irrespective of the pull of demand, any given industry could be 
stocked with entrepreneurs of at least average ability. But it is 
surely absolutely illegitimate to generalise this argument—wmless 
one disbelieves altogether in the possibility of diminishing returns 
to managerial ability. If one views the organisation of production 
as a whole, surely it is perfectly obvious that, in any given situ- 
ation, the position in regard to managerial ability is precisely 
the same as the position in regard to other productive powers. 
The best lands and the best men are limited. There are not 
enough Josiah Stamps to go round; and if there is anything 
at all in the law of diminishing returns, there will come a time 
when the crowding of more factors under their control will give 
a less additional product than the utilisation of inferior talent. 
And there is nothing in the nature of things to lead us to suppose 
that this successive resort to men of lower abilities will proceed 
industry by industry—that we shall find all the Stamps in one 
line, all the s in another, and all the sin another. On 
the contrary, probability and general experience lead us to 
expect a more irregular dispersion. In some industries where 
technical considerations dictate huge units, we should expect to 
1 Wealth of Nations, Cannan ed., p. 17. 
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find a large proportion of the best organisers; in others, where 
technique permits very smail units, few or none. But in a good 
many we should find some who are very capable, some who are 
“‘ average,” some who are at the margin of entrepreneurship, 
even in long-period adjustments. Mr. Henderson should reflect 
that if all entrepreneurs were at least of average managerial ability, 
they would at once cease to be average. 

All this, of course, implies no opposition to the general policy, 
with which Mr. Henderson has more recently identified himself, 
of taking every reasonable step to ensure the maximum efficiency 
possible in all spheres of business management. Nothing that I 
have said about the requirements of long-period adjustment 
should imply any hostility whatever to the policy of chivvying 
up employers generally. That is what the business classes exist 
for—to be chivvied up generally—they are not retained by society 
for their contributions to general culture. At the same time, even 
here this notion of a limited fund of business ability is not without 
its uses. One has a disconcerting vision of some of the less 
cautious of Mr. Henderson’s admirers going round from industry 
to industry insisting on the installation of the best abilities in each 
until, coming back to the one from which they first started, they 
find that there is less of the best there than there was before, it 
all having been transferred to the one they last reorganised. I 
submit that even in a sphere where reason is at such a discount 
as it is in practical politics, there is a very real need for us to 
recognise that, although any one industry might be considerably 
improved by the transfer to it of a few more of the best organisers, 
yet it does not in the least follow that industry as a whole would 
be any the better organised in consequence. And I submit that 
any theoretical instrument which blinds us to the ultimate facts 
demanding this recognition is a very poor tool of economic 
analysis." 

1 Of course, this is not all that can be said against the conception. When 
we turn from the sphere of economic mechanics and examine the problems of 
change and development—those realms of economic biology which, according 
to Marshall, should be the Mecca of the economist—it may be urged that it is 
liable to veil from us the true nature of economic growth. This is not a matter 
which I wish to enlarge upon here—the idea was first suggested to me by Professor 
Young, and I gather that he himself is contemplating a more extensive develop- 
ment of it. But for the sake of completeness it may be pointed out that, in a 
world in which growth in the economic system proceeds just as much by way of 
differentiation and subdivision as by the expansion and development of par- 
ticular economic units, the idea of a representative unit which preserves its 
essential identity while undergoing progressive expansion is apt to be very 
misleading. An industry commences as a group of units in each of which whole 


commodities are manufactured. It grows, and, as a result of technical changes 
and the expansion of markets, subdivision takes place. There is now one group 
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Vv 


So far the argument of this paper has related chiefly to con- 
siderations of value and equilibiium. In conclusion it may be 
worth while to indicate very briefly what bearing it may be 
conceived to have on other departments of economic theory. 

(1) In the first place, it may be claimed that it is finally 
conclusive against any idea of a tendency of profits to equality 
—however profits are defined and delimited. Arguing on different 
lines and treating not so much of the profits of entrepreneurs and 
business units, but rather of the incomes of dealers in commodity 
markets, Mr. Hawtrey reaches a somewhat similar conclusion in 
The Economic Problem.1 When I reviewed this in Economica ? 
recently, I remarked that I found it hard to think of an economist 
who had argued the contrary proposition. This statement I do 
not retract. But I think it right to observe that the idea of a 
Representative Firm is liable to give rise to a contrary impression. 
If, in the long-period adjustment, all firms were representative, 
then clearly in any industry all profits would be equal. I do not 
contend that Marshall would have argued in this way. It is, 
indeed, highly significant that in the chapters in the Principles 
which deal with profits the representative firm is conspicuous by 
its absence. But, as we have seen from the case of Mr. Hender- 
son, it certainly does not require a very incautious use of the 
conception for a position not dissimilar from this to be arrived at. 

(2) Secondly, it may be urged, considerations such as these 
imply great caution in interpreting the attempts which are made 
from time to time to establish by statistical analysis the optimal 
size of business unit for any industry. I do not refer here to 
the obvious difficulties of eliminating from such statistics the 
effects of momentary disturbances, serious as these difficulties 
are. I refer rather to the fact that, if the foregoing observations 
are correct, then even if, by the elimination of seasonal fluctuations, 
cyclical disturbances and the like, we can suppose our statistics 
to exhibit the result of more permanent tendencies, we must still 
recognise that there is not one optimal size, but as many optima as 
there are different kinds of combination, and that any attempt to 





of units carrying through one stage of manufacture; another in which the process 
is carried to completion. Surely in such a case to continue to speak of the 
representative firm of the industry in question is to suggest a state of affairs 
having no counterpart in reality—to introduce an economic nominalism which 
has not even the Knappian excuse of a legal continuity. It is no accident, I 
suggest, that in Industry and Trade where problems of this sort are dealt with, 
the use made of the Representative Firm is even mors nebulous and half-hearted 
than in the Principles. 


1 Hawtrey, The Economic Problem, p. 40. 2 Economica, June 1927, p. 173. 
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conclude that divergencies from any one of these imply ineffi- 
ciency may lead to serious errors of judgment. 

This does not mean, of course, that, in despair of attaining 
perfection, statisticians should refrain from attempting such 
investigations at all. Insistence on the theoretical impossibility 
of obtaining exact results does not imply the need for a self- 
denying ordinance with regard to approximations; and it does 
not follow that where technical considerations are of preponderating 
importance investigations of this sort will not yield useful results, 
even though other things are not equal. Statisticians should be like 
Tertullian: they should be willing to believe in the absurd, lest 
theoretical scepticism should paralyse their activities. But, 
unlike Tertullian, they should not complain if subsequently 
rationalist infidels submit these beliefs to the most vigorous 
theoretical scrutiny. 

(3) Finally, I submit, if the foregoing results are valid, they 
enable us at once to dispose of the theoretical flaws in the Report 
of the Colwyn Commission and the very valuable memorandum 
of Mr. Coates, against which Mr. Robertson has recently mustered 
so imposing an armoury of weapons. As a theoretical economist, 
I need hardly say how thoroughly I endorse Mr. Robertson’s main 
conclusions, nor how entirely unacceptable I find the argument 
he opposes. But to show that the scarcity of the services of 
business men is on just the same footing as the scarcity of other 
factors of production, and that taxes on the payments for these 
services are to be explained in the light of exactly the same broad 
theoretical generalisations as apply to other taxes, does not, I 
submit, necessitate the resurrection of this cumbersome apparatus 
of representative business units. All that is necessary is to 
show (1) firstly, that a curve showing the particular receipts 
of particular firms over a short period is simply a chart of results, 
and does not represent ultimate causal factors; (2) that, in any 
given productive situation, different business men and different 
business units may be expected to earn different profits even in 
the lower paid; and (3) finally, that taxes on these profits will 
affect prices more or less according as the conditions of supply 
are more or less elastic. All this, of course, Mr. Robertson has 
done with a skill and persuasiveness which render repetition 
unnecessary. The contention of this note is merely that, the 
vindication of Marshall apart, a greater economy of theoretical 
apparatus was possible. 

LionEL RossBins 
New College, Oxford 
January 1928 
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THE INDIAN RESERVE BANK AND SIR BASIL 
BLACKETT’S WORK IN INDIA 


THE Indian Reserve Bank, which Sir Basil Blackett had 
hoped might be his crowning achievement in India, was side- 
tracked, and for the present has had to be abandoned. But 
though the Reserve Bank Bill was an unfortunate anti-climax, it 
must not be allowed to overshadow and detract from the splendid 
service which Sir Basil has rendered to India during his term of 
office as Finance Minister to the Government of India. 


I 


Sir Basil Blackett assumed office as Finance Member to the 
Government of India in 1923. The first thing which caused him 
considerable anxiety was the five years’ accumulation of deficits 
which had continued from 1918 to 1923. Fortunately for Indian 
finance, a succession of good monsoons was experienced, which 
resulted in bringing prosperity to the country; the effect of this 
favourable cycle, together with a wise handling of the financial 
situation, has been that the accumulation of revenue deficits has 
been wiped out. Since 1923 the unproductive debt of India has 
been diminished by Rupees 76 crores (£57,000,000), and the pro- 
ductive debt has been increased by Rupees 189 crores, or almost 
£142,000,000. One significant test of this favourable financial 
position is to be found in the status of Indian Government credit 
on the British money market. Some years ago India had to 
pay 7 per cent. interest on sterling loans; this year she was able 
to borrow at a rate not much higher than British Government 
securities command. 

Finance Ministers in India have to do a considerable amount 
of missionary work in educating public opinion in financial 
responsibility and in credit and banking procedure. In this field 
Sir Basil has done an immense service; his Assembly speeches 
on his budgets and his public addresses on monetary matters 
have been characterised by a lucidity which many an ordinary 
man in the street has been able to grasp and appreciate. He 
has preached the intricacies of high finance in such a clear and 
interesting way that many an Indian college student has been 
attracted to public finance as his special study. This is decidedly 
to the good and to the advancement of Indian public life. 
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The outstanding event in the Blackett administration was the 
work and the Report of the Royal Commission on Indian Currency 
and Finance, and the actions taken as recommended by the 
Commission. The Hilton Young Commission dealt with the 
following main problems :— 


(a) The establishment of a gold standard for India ; 

(b) the creation of a Central Bank, its organisation and 
responsibilities ; . 

(c) the ratio of the rupee to gold, and 

(d) the arrangements to be adopted during the period 
which must elapse before the Central Bank can be organised 
and begin to function. 


Sir Basil’s administration will be historical for successfully 
dealing with the first and the third items mentioned above. 
India is to-day established on a gold bullion standard, and the 
battle of the rupee has been fought; the ratio has been fixed at 
ls. 6d. to the rupee. The second item, and the fourth, which 
depends upon it, have been laid on the table for future considera- 
tion at a more convenient season. 

In his sixth and last Budget Sir Basil Blackett was able 
to make one more contribution to Indian financial progress, 
for which his administration will be historic. In the Budget 
speech he himself said: ‘‘ It is not a spectacular budget. After 
the budget of 1927-8, and the railway budget for 1928-9, with 
its large reductions in passenger fares and in freights, it might 
almost be called an anti-climax.”’ No new taxation was imposed, 
and yet there has been accomplished the final and complete 
remission of the Provincial contributions to the Central Govern- 
ment. This now closes an incident which has been a serious 
burden to several Provinces ever since the Meston Agreement 
was made. The saving of those contributions will enable several 
of the larger Provinces—for instance Madras, Bengal, and Bombay 
—to have considerable sums of money each year to be utilised 
for the more distinctly nation-building departments of the 
Government. 

Seeing that in some years a sum which reached nearly 
1,000 lakhs of rupees had to be contributed by the Provincial 
Governments to the Government of India, one will easily realise 
the burden of it, and the relief which is now felt as a result 
of their remission. The Meston Award fixed a percentage of 
contributions which the provinces were expected to pay in order 
to meet the yearly deficit of the Government of India. These 
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proportions were: 19 per cent. from Bengal; 18 per cent. from 
the United Provinces; 17 per cent. from Madras; 13 per cent. 
from Bombay; 10 per cent. from Bihar and Orissa; 9 per cent. 
from the Punjab, and other provinces in smaller ratios.1 The 
burden of these contributions will be appreciated when one calls 
to mind that Madras had to furnish no less a sum than 348 
lakhs of rupees per year; .“ the Madras Government felt this 
sacrifice all the more keenly, since if their standard of public 
expenditure had not been kept by them in the past at a com- 
paratively moderate figure, their windfall under the reformed 
system of finance would not have been so great, nor consequently 
would their contributions.” 

Well, all that is a thing of the past now, thanks to the work 
of Sir Basil Blackett, who introduced a personal note in con- 
cluding his last financial statement, and, bidding farewell to his 
office and to India, said: “I cannot more fittingly close my 
statement than with the prayer that no storm from-without or 
from within may descend upon India to disturb the bright pros- 
pects of financial well-being to which she seems to-day to be 
justified in looking forward.” 


II 


The question of a Central or Reserve Bank for India presents 
a number of intricate problems, both political and financial, 
which I fear it will take many years yet to solve. There is no 
question about the need for such a bank in India, both Indians 
and Europeans being agreed that the progress of India in industry 
and commerce warrants this further step in the correlation of her 
banking system. Consequently, when the Royal Commission 
recommended ‘‘ the creation of a Central Bank,” the announce- 
ment was received with genuine satisfaction, and with a desire 
on the part of representative Indians to co-operate in its estab- 
lishment, for they realise that the lack of a Central Bank is a 
serious drawback to the development of a satisfactory credit 
system, and hinders industrial and commercial advance. 

But before one can fully understand the attitude of well- 
educated and experienced Indian men of affairs towards this 
question, and their opposition to the Reserve Bank as introduced 
by the Government, one must bear in mind two or three things 
of vital significance in the situation. One thing is an attitude of 
mind—the psychology of popularity. Bishop Azariah of Dor- 
1 India in 1926-7, by J. Coatman, p. 218. 
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nakal explained this attitude recently in a Conference, in which 
he said : 


“ Another weakness in all Indians is the love of popularity 
and the wish to throw responsibility on someone else; many 
of them are afraid to take responsibility, for fear of becoming 
unpopular. Indians,” he said, “lack courage to do the 
right at all costs. This characteristic makes for a certain 
weakness in Indian national life.” 


This interpretation of the national character by an Indian is 
supported by many illustrations. The establishment of a Reserve 
Bank would undoubtedly have taken India a long way towards 
financial swaraj, but because the suggested constitution of the 
new bank was not just in accordance with the ideas of some of 
the more radical nationalists, strong opposition was developed, 
which finally resulted in defeating for the present the whole 
measure. The leaders were not willing to take a partial success 
and work on steadily until they could get what they wanted ; 
it must be from the start exactly as they wished it, or nothing 
at all. In so doing they lost the substance in grasping for the 
shadow. Or, take another case, in certain provinces Swarajists, 
when given the opportunity, refused to accept Ministerial office ; 
the only reason that one can believe being that they were afraid 
to assume the responsibility. 

The political situation has complicated the issue. The 
Statutory Commission on the working of the Reform Scheme 
was soon to begin its work. The question before the Simon 
Commission is, Is the time ripe for another advance towards 
self-government for India, and along what lines? That question 
naturally has a very direct bearing upon the establishment and 
constitution of a Reserve Bank. Nationalist Indian opinion is 
working for more power in the hands of the Legislature and a 
lessening of the authority of the Executive. A State Central 
Bank as a function of the Legislature is, in their eyes, right in 
line with their political aspirations, and the logical method of 
advance. You see how closely related in the minds of Indians 
are these questions of banking and politics. We from the West 
are not so politically-minded; we distinguish between banking 
and politics, and try to keep them separate. But not so in 
India. Practically every question, financial and economic, has 
its political foundation and bias. Consequently, when Indians 
are thinking about establishing a Reserve Bank, or adding new 
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courses in the university, or considering military training, it 
quickly becomes a political issue. 

There is still another far more formidable attitude of mind 
which must be considered in this connection. Indian opinion 
generally is obsessed with a great suspicion that a banking 
institution set up by the Government of India will have for its 
first and chief objective the.serving of British at the expense of 
Indian interests. From the Indian point of view there are 
significant reasons for this attitude: the miscalculation in 1920 
on the rate of exchange, and the costly efforts made to stabilise 
the rupee at 2s. have not been forgotten; the recent bitter fight 
over stabilising the rupee at 1s. 6d. in opposition to the Indian 
desire for the traditional ratio of ls. 4d.; and as the result of 
Sir Basil Blackett’s visit to London the introduction of an entirely 
new Reserve Bank Bill at the evident suggestion of the Secretary 
of State for India—these events cannot help but carry with them 
to the Indian mind the evidence of British interests, and the 
opposition of ‘ Whitehall” to what Indian public men regard 
as Indian interests. Rightly or wrongly, there it is; the best- 
informed Indian opinion is suspicious that in this Reserve Bank 
British interests will stand first, and while they submit in dis- 
tinctly political matters, they do not want their Central Bank 
dominated by England. 

Coming now to the real question at issue—the constitution 
of the Indian Reserve Bank—the controversy has raged around 
a State Bank versus a Shareholders’ Bank. Indian nationalist 
opinion and the large majority of the politicians throughout the 
country strongly favour a State Bank, which shall be organised 
and its policy determined under the direction of the Indian 
Legislative Assembly. On the other hand, British financiers and 
business men, as well as many Indian business men, favour a 
private Central Bank, free from direct political influence. The 
issue is vital, and the lines of cleavage are clearly drawn. A 
State Bank, whose policy and directorate shall be under the 
direct control of the Legislative Assembly, is what the Indian 
nationalists want ; it is the financial part of the swaraj movement ; 
and so strong and important is the desire that it cannot be refused 
serious consideration. The foreign financiers’ position is equally 
strong and well defined; they do not have confidence in the 
ability of the Indian politician to control such a national institu- 
tion as a Central Bank, and to determine its policy; they are 
not prepared to accept the position that Indian banking interests 
and politics should go hand in hand; they believe that the 
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financial interests of the country will be conserved best by keeping 
banking and politics absolutely separate, at least at the present 
stage of India’s political development. 

When one takes into consideration the experience of other 
countries and the prevailing types of Central Banks in them, 
one is convinced that at the present time the Shareholders’ Bank 
is by far the wiser and safer type for India to follow. The pre- 
war tendency was to emphasise the place and control of the 
State over the Central Banks. Sweden and Australia are examples 
of that position. In Sweden the charter states that the Riksbank 
is governed by a board of seven directors in accordance with the 
laws laid down jointly by the King and the Riksdag. Of these 
directors, one is appointed by the King, and the other six directors 
are appointed by the Riksdag. The Riksbank is “ placed under 
the guarantee of the Riksdag.” In the Commonwealth Bank of 
Australia it is stated in the charter that the Government shall be 
responsible for the payment of all moneys due by the Bank, and 
the Government have a controlling interest in the policy and 
management of the Bank. But the war clearly showed the danger 
inherent in such a central banking system.—The Brussels Con- 
ference in 1920 adopted the following proposal: ‘‘ Banks, and 
especially a Bank of Issue, should be freed from political pressure 
and should be conducted solely on the lines of prudent finance.” 
The Bank of England and the Reichsbank of Germany are notable 
examples of the independent type. All through its long history 
the Bank of England has maintained its independent character, 
and has rejoiced in its freedom from Government control, but of 
course, as everyone knows, in times of national crisis there is 
close co-operation between the Bank and the Government. In 
the German Bank Act of 1924, which reorganised the Reichsbank, 
there occurs this remarkable statement: ‘‘ The Reichsbank is a 
bank independent of Government control. . . . Thus the exist- 
ence of a Central Banking system which provided the Government 
with a recognised financial agency has proved to be essential 
when the Government of a country is faced with financial problems 
of the first magnitude,” but, “‘ the offer of wise counsels in such 
matters is one of the important services that a strong Central 
Bank can render to the nation, but such services can only be 
looked for when the Bank’s independence is fully safeguarded 
by law and practice.” 1 “‘ Monetary policy should be independent 
of political contingencies, and the surest way to secure this result 
is to place the control of the note issue in the hands of a bank. 

1 Central Banks, by Kisch and Elkin, pp. 36, 38. 
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These two considerations, economic and political, explain why 
the issue of notes has not been left in most countries under the 
control of the State, but has been handed over to appropriately 
constituted banks.” 1 Other evidence might be produced, but 
perhaps enough has been said to show that the experience of 
most countries, and the position of most writers on the subject, 
is that a Central Bank independent of Government control is 
more desirable. This conclusion has a direct bearing on the 
question of a Reserve Bank for India; at the present stage of 
India’s political experience and development it would not be a 
wise procedure to place the proposed Reserve Bank under the 
control of politicians. The Indian Central Bank must be kept 
above the vagaries of party politics, and the best way to do that 
is to make the Bank by constitution independent and free from 
political influence, with a mind of its own, and able to determine 
its own policy. That is the type of Reserve Bank which India 
needs to-day. . ‘ 

The following paragraph from the Irish (Free State) Banking 
Commission is of interest on this point : 


“Mindful as it is of the disasters of past years in all 
countries where currency was issued by the Government, 
and recognising the hazards which come from changes of 
Government, from the development of budget deficits and 
other evils from which no country has found itself immune, 
the Commission is definitely of the opinion that the manage- 
ment of the legal tender note issue should be placed in the 
hands of a non-political and independent body, which shall 
control the conditions of issue and shall have full control 
and custody of the securities it holds.” 2 


III 


What of the future? For the time being the status quo will 
remain; that is, the Government Currency Department will 
continue to function, and the Imperial Bank will carry on its 
banking business on Government account. But everyone realises 
that this is at best only a temporary arrangement. The work 
of the Simon Commission will have the right-of-way as the focus 
of attention for the next two years, and even banking reform 
will be side-tracked. Within two years the question of renewing 
the charter of the Imperial Bank will come up for consideration ; 


1 Central Banks, by Kisch and Elkin, p. 6. 2 Ibid., p. 72. 
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in that connection, and also to review the broader issue of the 
Reserve Bank, it would be most opportune to have a Commission 
appointed to consider the whole problem of banking in India, as 
the Hon. Sir P. C. Sethna has advocated in an article on “ Indian 
Banking ” in a recent issue of Capital : 


“There is no doubt that there is enormous scope for the 
development of Indian banking. What has been achieved 
so far is comparatively very little indeed, and, as a writer 
in The Economist once pointed out, there are still approxim- 
ately five hundred towns in India with populations of 10,000 
and upwards which do not as yet enjoy any modern banking 
facilities at all. The External Capital Committee observe 
in their report as follows : 

* * India possesses a vast store of dormant capital await- 
ing development, and in order to make this available for 
investment, banking facilities must be increased and extended. 
The examination of the various technical measures suggested 
in the replies with this object in view, is outside the scope 
of the Committee, but we would emphasise the importance 
of a co-ordinated survey being undertaken at the earliest 
opportunity of the whole field of banking in India. This 
should be followed by a detailed examination by an expert 
committee or committees of the lines along which progress 
should be effected.’ ” 


It will be remembered that this was also the position and 
recommendation of the Royal Commission on Indian Currency, 
and since the breakdown of the Reserve Bank Bill the need for 
such a survey to deal with the additional questions of the future 
of the Imperial Bank and the extension of banking facilities 
throughout the country has become still more apparent. Sir 
P. C. Sethna continues in the article referred to above : 


“‘ The extension of banking facilities is thus necessary in 
the interests of India’s economic development. Whatever 
may have been the merits or demerits of the Reserve Bank 
Bill which had to be dropped, whosoever may have been 
responsible for the strong opposition it had to encounter 
and for its ultimate withdrawal, there is now a consensus of 
opinion in this country that the failure of the implementing 
legislation for a Central Bank emphasises the necessity for 
an early and exhaustive survey into the whole field of 
banking in India.” 
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As an outcome of such a survey the need for an Indian Central 
Bank will again be expressed. For India to take her rightful 
place among the nations of the world she must develop a Central 
Bank; it will help to secure stable prices at home and the main- 
tenance of stable foreign exchanges; it will also give India a 
place and a voice in the International Association of Central 
Banks which is coming. 


‘Measures of currency reform will be facilitated if the 
practice of continuous co-operation among central banks of 
issue or banks regulating credit policy in the several countries 
can be developed.” 1 


As to the form which the Reserve Bank will take when it next 
comes up for consideration, the writer is not convinced that the 
possibilities of the Imperial Bank of India have been sufficiently 
canvassed. In his written statement to the Royal Commission 
on Indian Currency the writer advocated that the logical thing 
to do would be to make the Imperial Bank the Central Bank for 
India. In reviewing the situation since the withdrawal of the 
Reserve Bank Bill, he thinks that the claims of the Imperial 
Bank will have to be reconsidered. Those in India who know 
the feeling of the country at first hand cannot think otherwise 
than that when the question comes up again the demand for a 
State Bank will be as strong as ever, and may easily result in 
another deadlock. By making the Imperial Bank the Reserve 
Bank for India, various questions which have become so promi- 
nent, such as those of a State Bank, of political influence, and of 
the personnel of the directorate, probably would not have arisen. 
At least we shall have to reconsider the question in reference to 
the Reserve Bank of utilising an organised and functioning Bank 
or a new Bank, and if the difficulties are too great to surmount 
in organising a new bank, then the easier way out of the impasse 
may be to reorganise the Imperial Bank as the Central Bank for 


India. 
A. J. SAUNDERS 


University of Madras. 
1 Resolution 3, Report of the Financial Commission at Genoa, 1922 
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THOSE who have been investigating the subject of industrial 
fluctuations in recent years may be divided into three groups. 
The first, to which most economists belong, comprises those who 
are mainly interested in causes and, assuming fluctuations to be 
an evil, in seeking remedies. The volume recently published by 
Professor A. C. Pigou is the outstanding example of this type of 
investigation. The second group of investigators consists of 
those who are mainly concerned with the actual course of trade 
and the possibility of measuring fluctuations in business activity. 
Far the most interesting example of the work of such investi- 
gators is to be found in Mr. Carl Snyder’s Business Cycles and 
Business Measurements. The third group consists of those who 
are mainly concerned not with the actual course of trade in the 
past but with the probable course of trade in the immediate 
future. They are the business forecasters. It will be observed 
that these groups are not mutually exclusive. Investigators who 
concentrate mainly upon the statistical features of the business 
cycle can hardly escape the discussion of causes, nor are they 
always able to withstand the temptation to project their curves 
beyond the present. Moreover, those who are mainly concerned 
with forecasting the future of trade base their predictions mainly 
upon the results of their examination of past events and 
sequences.! Nevertheless, the purposes which the three groups 


1 The possibility of forecasting future activity depends not upon the existence 
of cyclical fluctuations, but upon the possibility of establishing fairly high degrees 
of correlation between time series. This possibility might exist even if fluctuations 
in general trade activity were irregular, in the sense that they revealed neither 
secular nor cyclical changes. 
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have in view are sufficiently diverse to justify the classification 
which I have suggested. 

The first question that suggests itself is whether we may 
reasonably assume general business activity to be capable of 
measurement. If it is not, then it is hopeless to consider the 
further possibility of measuring fluctuations in that activity. The 
various elements which together constitute general business 
activity are not only capable of measurement but have been 
measured for various purposes for many years. Further, the fact 
that people use the words “ general business activity ” shows that 
in some way or other they build up a synthesis in their own minds. 
The case is analogous to that of prices. The device of a general 
price index is one which is now universally accepted. The indexes 
employed by different countries are not built in the same way, 
even when they relate to the same elements, such as whole- 
sale prices or retail prices or wages. Such questions as the 
number of items to be included, the methods of weighting and of 
sampling still form the subject of technical controversy among 
statisticians. But the fact that a price index which has been 
properly constructed is of value is no longer denied even by those 
economists who have the greatest horror of curves and equations. 
It is doubtful, however, whether it is realised why a price index 
possesses significance. It seems to me that it derives its signi- 
ficance from the fact that there is a fundamental sympathy 
between the prices of different products or services. These prices 
are ultimately governed by the real costs of production, and so 
long as the relative real costs remain unchanged the constituent 
prices tend to move together. The wholesale price index curve 
from 1873 to 1895-6 shows a very marked downward trend. 
From an examination of that curve it is known not only that the 
composite index has fallen but also that the vast majority of, 
if not all, the individual prices have fallen. After making full 
allowance for changes in real costs due to inventions and improved 
organisation (or, in the case of some raw materials, the operation 
of the law of diminishing returns) the scatter of prices is anything 
but arbitrary. If it were arbitrary, a general price index curve 
would lose all economic significance. If changes in that curve 
were due to purely arbitrary and wholly unrelated changes in the 
constituents it would convey no information about the latter and 
would therefore be meaningless. It is the element of stability 
about the scatter that gives it significance. The tendency for 
individual relative prices to conform to relative real costs of 
production acts as a sort of centripetal force, the existence of 
which gives a meaning to a composite index. 
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It seems to me that a centripetal force also exists which gives 
meaning to the words “general business activity.”’ In the 
economic world there is such a thing as an industrial balance. 
We know that if one industry or a small group of industries shoots 
too far ahead it becomes relatively unprofitable and remains 
unprofitable until other industries have caught it up. If another 
industry or group of industries lags behind it becomes relatively 
profitable and its growth, relatively to the growth of other 
industries, is accelerated. Relative profit acts as a unifying 
force tending to restore and to maintain that relationship between 
industries which is appropriate to the expressed needs of the 
community. Itis for this reason that the words “ general business 
activity” possess significance and an index of business activity is 
worth seeking. This statement does not exclude the possibility, 
even the inevitability, of long-period changes in the relative 
importance of individual industries or other forms of economic 
activity. Just as changes in real costs influence the scatter of 
individual prices over a long period so, too, the decay of some 
industries and the discovery and development of new industries 
produce long-period effects upon the economic balance. But the 
effects of such changes are not of the first importance in the 
discussion of cyclical fluctuations either in prices or in industry. 
It may therefore be presumed that if it can be found, an index 
of business activity, by revealing the significant features of such 
fluctuations, would constitute a real contribution to economic 
knowledge. 

Mr. Snyder has endeavoured to construct such an index. 
While it would be impossible to give an adequate summary even 
of the method which he has employed, it may be worth while 
attempting to describe, in language stripped, as far as possible, of 
technical terms, the chief stages in his extremely elaborate 
investigation. The investigation may be divided into two parts, 
the first being concerned with the long-period growth of industry, 
the second with business cycles. The first differs from similar 
investigations only in the method of synthesis. Mr. Snyder 
submits curves showing the growth of population since 1800, the 
growth in the production of well-known commodities and the 
growth in other forms of activity, such as railway traffic, imports 
of raw silk and cigarette consumption. He experiments with two 
samples, one containing 49, the other 87 series, each relating to 
some form of economic activity. Having expressed all in a form 
showing the rate of growth per annum, he merges them for the 
periods covered by all the samples. His method is to take the 
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unweighted average. He defends the use of the unweighted 
average on the ground that even the smaller number (49) of 
samples is relatively large and is representative of many fields of 
productive activity. He finds that the results correspond very 
closely to those discovered by other investigators—Day, Stewart 
and King—who employed weighted averages. The results are 
interesting. The rate of growth of population since 1800 has been 
about 2°3 per cent. per annum, though it has fallen steadily 
during the last fifty years. During the later period, however, the 
rate of growth of productive activity has remained almost constant 
at about 34 per cent. per annum, which may be regarded as the 
rate of normal growth. He states that business fluctuations may 
be defined as deviations from the line of normal growth, and is 
therefore led to consider the statistical problem of measuring 
such deviations. 

The second part of the investigation is divided into two 
sections, the first of which is concerned wholly-with the post-war 
period and seeks to measure business fluctuations during that 
period, for which the necessary data are available. First he 
considers each of a large number of series or different forms of 
economic activity and subjects it to the following treatment. In 
the first place, he measures the secular trend by the device of the 
moving average, or, where necessary, by fitting the appropriate 
smooth curve to the actual data. As he is now concerned with a 
comparatively short period (that is, with cyclical fluctuations, not 
with secular trends), seasonal fluctuations become important. 
His second step is therefore to find the seasonal index for each 
month and to multiply the ordinate for each month on the line of 
secular trend by the seasonal index for that month. The result 
is a figure which indicates what the activity would be for that 
month if there had been no business cycle, that is to say, the curve 
which is shown is the curve of normal growth after allowing for 
normal seasonal fluctuations. The relation of the line showing the 
actual data to this new line shows the fluctuations of activity 
in the item or series under consideration. He measures the 
cyclical movement by dividing the ordinate for each month on the 
line containing the actual data by the corresponding ordinate of 
the line of normal growth, corrected for normal seasonal fluctua- 
tions; in other words, he multiplies the ordinate of trend by the 
seasonal index and divides the product into the actual data. The 
result for each month is expressed in the form of a percentage 
deviation and the appropriate curve is plotted. All this is done 
for each series, and we shall presently find that an enormous 
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number of series are employed. Some of the series are expressed 
not in weight or volume, but in value. Since values are influenced 
by the general price level, Mr. Snyder was compelled to ‘‘ deflate 
the dollar,” that is to say, to eliminate, from the series expressed 
in values, the effects produced merely by changes in the value of 
money. In this way all the series are reduced to a common 
standard. It will also be observed that the index number of 
fluctuations is based upon the curve of normal expectancy, so 
that the question of fixing a suitable year as base does not arise. 

So far we have been concerned with the way in which each of 
the selected series was transformed by Mr. Snyder. In the next 
section of the book he discusses the series which he selected for the 
purpose of securing a composite index for general business 
activity. In sampling and weighting the various elements of 
business activity he has employed 56 series for which monthly 
data were obtainable from the beginning of 1919. These are 
divided into the following five groups, to each of which an appro- 
priate weight has been given : (1) productive activity 29 per cent. ; 
(2) primary distribution 22 per cent.; (3) distribution to con- 
sumers 26 per cent.; (4) general business activity 17 per cent. ; 
(5) financial activity 6 per cent. These groups include 28 items; 
for example, producers’ goods and consumers’ goods are included in 
the first. The item ‘“ producers’ goods ”’ itself includes 15 series, to 
which varying weights are given. Thus it will be seen that Mr. 
Snyder builds up averages upon averages. The methods of 
classification and the weights given to different series and groups 
of series will no doubt form, among technical statisticians, a 
subject of controversy similar to the controversy regarding the 
items and weights employed in the construction of price index 
numbers. But the problem of selection and of giving appropriate 
weights falls into a different category from the more fundamental 
problem whether any form of index possesses economic significance. 
Having built up the separate series in the way already indicated 
and given them appropriate weights, Mr. Snyder merges them in a 
single series representing general business activity, and submits it 
as a measure of cyclical fluctuations. 

Mr. Snyder is not the first to attempt to measure business 
cycles. The three-curve indexes of the Harvard Economic 
Service and of the London and Cambridge Service are already 
well known; so, too, is the composite curve of the American 
Telephone and Telegraph Company. Moreover, single line 
indexes are employed by private services which supply business 
forecasts, although these, however valuable they may be for their 
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immediate purpose, are not generally accepted by scientists as 
satisfactory measures of business activity. Mr. Snyder, however, 
seems to be the first to have drawn upon such a wide range of 
material as that which has become available since 1919, and to 
have submitted a single line index which is claimed to be a 
scientific representation of the business cycle. 

At this stage one comment may be offered. Mr. Snyder 
himself observes that Professor Wesley Mitchell had already 
suggested that it was impossible to isolate cyclical from seasonal 
fluctuations; for example, “a revival of business activity is 
likely to occur in any particular series at the season of generally 
high activity, and depression is likely to begin at the season of 
generally low activity.” I venture to suggest that it is also 
impossible to isolate cyclical fluctuations from secular trends. 
It is already evident from statistical data now available that 
cyclical fluctuations are materially influenced by secular trends in 
prices. Depressions are deeper and more persistent and booms 
more modified and of shorter duration when the trend of prices is 
downwards than when it is upwards. If we ignore price trends 
there remains the fact that industrial fluctuations may also be 
materially influenced by the rate of growth of population (which 
is the chief determinant of the rate of growth of industry) and the 
rate of growth which is independent of the growth of population. 
There is a strong presumption that the net effect upon cyclical 
fluctuations of a rapid growth of population is similar to the net 
effect of an upward secular trend of prices, that is, it tends to 
curtail and mitigate the depression and to prolong and intensify 
the boom. This fact is important in relation to the geographic 
unit from which the data are drawn. Mr. Snyder regards, for 
his purpose, the whole of the United States of America as a single 
economic unit, and the weights which he gives to the various series 
are influenced by that fact. If, however, the New England 
States and, say, Montana, were regarded as separate units the 
weights given to different series would need to be considerably 
modified (for example, Montana produces metals but no cotton) 
and the results might be different. The rate of growth of 
population has varied considerably in different parts of the 
United States, and it seems fairly evident that these have 
experienced different fluctuations. The identification of units of 
economic investigation with political units may result in obscuring 
many facts of significance in the study of industrial fluctuations. 
The results revealed in the general business index curve drawn by 
Mr. Snyder is a composite index for a series of geographic units 
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which differ from each other more materially than Germany differs 
from this country, with the result that while it may be true of the 
United States as a whole it may not be true of any geographic 
unit within the United States. While we were lost in amazement 
at the recent prosperity of the United States, the manufacturers of 
New England were bemoaning the fact that their industries were 
suffering from the movement of trade westwards. 

A further general consideration may by submitted at this 
point. Mr. Snyder divides the influences upon trade into secular, 
seasonal and cyclical. In an early chapter he points out that 
extraneous factors such as wars and discoveries of gold have had 
remarkably little influence upon the secular growth of trade, 
which, in the face of all political and accidental factors, has shown 
a remarkable persistence and consistency. Nevertheless, the 
appearance of external influences of that type produces a marked 
effect upon so-called cyclical fluctuations, what is truly cyclical 
being due to the influence of forces inherent in the industrial 
system. 

The next stage in Mr. Snyder’s investigation can only be 
indicated without discussion. Since 1919 there has existed “a 
very accurate index of payments by bank cheques, through the 
compilation of debits to individual accounts.” The index of bank 
debits outside New York corresponds very closely with the volume 
of trade index, and for the period covered by the two the former 
may be regarded as an adequate alternative representation. 
Presumably, therefore, if the bank debit index had been available 
over a long period it would have been similarly satisfactory as a 
representation of business fluctuations, provided allowance had 
been made for changes in prices. The index, however, does not 
go further back than the year indicated. But bank statistics of 
cheques going through the clearing houses exist- from the year 
1875 down to the present. During the period for which both were 
available they have followed the same general trend and “ corre- 
spond almost exactly, even in the minor fluctuations.” From 1919 
to 1922 the average ratio of debits to clearings was 1:14: 1, and 
Mr. Snyder therefore multiplied clearings by 1:14, thus obtaining 
a monthly series from 1875 to the time of writing. When this had 
been corrected for changes in prices, seasonal variations and 
secular trend, it was deflated for changes in prices. Empirical 
weights for the price index were used, those weights being given 
which for the post-war period made the correspondence as close as 
possible, and the result is presented as a curve representing the 


1 The south of England cannot be said to be now suffering from depression 
of trade. 
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cyclical fluctuations of business from 1875 onwards. This 
represents the most courageous attempt yet made to exhaust the 
possibilities of very meagre statistical data. The remaining 
chapters also help in making the book the most interesting study 
in realistic economics I have seen for a long time. 

The relative merits of Mr. Snyder’s index and the three-curve 
index of business activity .will no doubt form the subject of 
considerable controversy among statistical experts, in whose hands 
the problem may be left. It is sufficient to state that the sequences 
which they have revealed have led to attempts to employ them 
in forecasting future changes. Forecasting is, and always has 
been, a necessary part of business. “ When a man enters 
business, he enters a forecasting profession. He may forecast 
badly or well, but forecast he must. He may scorn business 
forecasters, but he cannot help being one. He may shun 
statistics, but he cannot help using them.” By means of careful 
statistical research it is possible to draw inferences and establish 
probabilities. It is true that the devices, such as curves of trend 
and co-efficients of correlation, do not constitute arguments but 
merely state facts. In business forecasting, however, carefully 
established facts, expressed in a manner which reveals their 
significance, are of the first importance. Further, Professor 
Persons, in an admirable essay included in the book from which 
the above quotation was taken, points out that the data provided 
by economic statistics are not of the kind in which the theory of 
numerical probability can provide any assistance. ‘‘ In particular, 
reasonable forecasts of economic development can only be made 
by application of the usual methods of argument. To be sure, the 
conclusion of such arguments are expressed, not as certainties, 
but as probabilities. They are not, however, numerical proba- 
bilities,” but merely probabilities as distinguished from certainties, 
that is, ‘‘ non-numerical statements of the conclusions of inductive 
arguments.” 

The probable future of any business firm is governed by three 
sets of objective influences, namely, general trade conditions, 
special factors influencing the industry of which the firm forms 
part, and special factors influencing the firm as distinguished from 
its rivals. Forecasting services usually confine their attention to 
the first of these, and the majority of the books which have been 
written on the subject are similarly restricted in their scope. 
Forecasting Business Conditions may be quoted as an excellent 
illustration of this type of book. It contains a useful description 
of the methods employed by the best known of the private 
services together with an estimate of the value of particular 
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items, such as transport, banking tra~sactions and the stock 
market, as indexes of general trade conditions. The treatment of 
statistical devices remind one of books on practical mathematics 
once in great demand among engineers who were not mathe- 
maticians; it can hardly be said to throw any light upon 
statistical mysteries for the non-mathematical economist. Never- 
theless, as a general description of forecasting methods in common 
use it may be recommended even to the latter. Mr. Jordan’s 
Business Forecasting may be placed in the same category. It 
contains a longer description of the stages of the business cycle and 
is more easily read by those who know no mathematics; but it is 
less recent than the other and contains nothing of value upon the 
existing services. 

The volume published by the Pollak Foundation for Economic 
Research, from which the above quotations have been drawn, falls 
into a different category. Although largely concerned with 
general business conditions it contains an extremely useful series 
of papers dealing with the objective influences determining the 
course of particular industries. In a wise article on the relation 
of manufacturing policy to the business cycle Mr. L. D. H. Weld, 
of the well-known firm of packers, Swift & Co., shows that an 
industry may really be a combination of industries each branch of 
which presents special problems calling for separate treatment. 
“* What we develop on pork operations is of little value in deter- 
mining policy in the manufacture and sale of glue, or of fertiliser, 
or of soap. Hides and wool have different relations to the business 
cycle. Cold-storage operations in butter and eggs present their 
own problems.” It is obvious that general trade conditions are 
not a safe guide to the probabilities of any one industry. At one 
period during the war the German submarine campaign was 
extremely successful off the north Coast of Spain. . Ships failed to 
bring Spanish ores to this country and many cf our blast furnaces 
had to be shut down. For this reason our stocks of coke rapidly 
increased; the price of coke fell to an unremunerative level and 
the production of coke was considerably reduced. This in turn 
created an acute shortage of toluol and benzol, which were 
urgently needed for the manufacture of explosives. A crisis 
developed as the result of which the by-products came to be 
regarded as the main products. A large number of additional 
coke-oven plants were constructed and the supply of coke was 
afterwards far in excess of the demand. The conditions were, of 
course, abnormal, but the same type of problem appears even 
under commercial conditions. In some cases the raw material of 
one industry may be the by-product of another industry; as 
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Mr. Weld points out, the leather trade is influenced by the fact 
that hides are a by-product of the packing industry. Again, 
oil-cake is a by-product of the vegetable oil industry. In other 
cases the material is the product of the agricultural industry and 
its supply, therefore, cannot be accurately estimated far in 
advance. Some industries are largely at the mercy of changes in 
fashion; thus, for example, the boot and shoe industry has been 
seriously affected in recent years by the growth in the demand 
for patent leather and bright-coloured shoes and the introduction 
of rubber heels and composition soles, while the textile 
industries have been affected by the growing use of artificial 
silk. New inventions may also prove a disturbing factor— 
railway traffic has recently been materially affected by the growth 
of motor transport by road; the internal combustion engine has 
upset the calculations of builders of steamships. Export trades 
are subject to unforeseen fluctuations due to changes in tariffs or 
the growth of local industries of a competitive character. New 
industries providing substitute products may grow up in a night 
—the growth of the motor-car industry has inflicted irreparable 
injury upon the saddlery and harness trade. In post-war Britain, 
where the old industrial balance has been destroyed, few people 
would venture to predict the probable course of trade in coal or 
cotton. In the case of new industries there is little or no experience 
to draw upon, and the task of the business forecaster becomes well- 
nigh impossible. There is, it is true, a curve of growth which is 
fairly representative of new industries that have afterwards played 
an important part in the national economy, and it may reasonably 
be employed in predicting the future of the electrical and similar 
trades; but it only becomes of value when an industry has passed 
through the earliest stages of development and its future place in 
the national economy comes within sight. 

The individual firm has also to reckon with external influences 
which may be peculiar to its own business. Mr. Wallace’s 
Business Forecasting and its Practical Application stresses these 
influences. It contains an excellent general statement of the 
problem and a description of the general services already pro- 
vided. Moreover, as Mr. Wallace is the economic adviser of a 
well-known English manufacturing firm, the setting of the book is 
British rather than American, and may therefore prove to be more 
attractive than the larger American volumes to which reference 
has already been made and which contain the results of first-hand 
investigation. But the more interesting and valuable chapters of 
Mr. Wallace’s book are those in which he applies the methods of 
forecasting to the needs of an individual firm. A firm of cocoa and 





424 THE ECONOMIO JOURNAL [SEPT, 


chocolate manufacturers is obviously deeply interested in the 
conditions governing the cocoa and sugar industries as well as in 
general business conditions. Its market may be confined to a well- 
defined area. If that area be, say, South Wales, its own fortunes 
are therefore largely governed by the course of trade in that 
region, and a business forecasting scheme set up by the firm would 
need to provide for a close and continuous survey of the local 
coal-mining and steel industries. 

It is not the function of an economist to forecast the probable 
future of an individual firm. There is no reason why he should 
not attempt to forecast the future of an industry into the conditions 
of which he has conducted an elaborate investigation. If it be 
true that the test of a science is to be found in the power of 
prediction which its study confers, it is clearly part of the normal 
function of an economist to study the past and future trend of 
industry in general, and this clearly involves the study of industrial 
fluctuations. Ifthis be admitted it raises a question of importance 
to teachers of economics who are expected to train future econo- 
mists. A scientist should be able to take a critical view of the 
phenomena which he has to investigate. The business cycle is an 
economic phenomenon of the first importance, and a phenomenon 
which can only be described with the use of graphs which bear a 
definite relation to each other; each of these graphs is a statistical 
expression of a complex of facts which are only fully known to the 
few who are responsible for their manipulation. The mere com- 
prehension of the statistical data which comprises the economic 
fact known as the business cycle is thus only possible to those who 
are acquainted with a certain amount of statistical technique. 
Whether the economic fact has been accurately expressed can 
only be known to those who are able to evaluate the statistical 
technique which has been employed in arriving at that fact. Most 
of us who teach economics are not in this happy position. 

The economists of to-day may be divided roughly into four 
groups. There are some to whom statistical methods are 
anathema; curves, equations and even tables obscure rather than 
reveal the truth. Others possess some knowledge of the most 
elementary methods of statistics. They know the meaning of 
mode or median and partly understand the bell-shaped curve; 
they may even appreciate the difference between the arithmetic 
and geometric mean to the extent of sometimes employing the 
latter. They are able to follow, with an effort, a statistical 
presentation provided no reference is made to standard deviation, 
“goodness of fit’? or partial correlation. The third group 
consists of those who have studied the theory of statistics 
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sufficiently to follow laboriously the statistical data which are 
submitted by economic statisticians. But they are unable to use 
statistics of the same type as a real instrument in their own 
investigations. The fourth and last group consists of those who 
have a mathematical bent and are sufficiently trained not only to 
understand the technique of statistics employed in modern 
investigations but even to employ such technique in their own 
investigations. Most, however, even of the last group, are unable 
to test the real scientific value of their technique. They use 
statistics as a tool which has been placed in their hands, but they 
are not themselves statisticians. 'They may be engineers but they 
are not machine-tool makers. The real statistician of the type 
represented by Professor Bowley is essentially a mathematician, 
and to him it is a matter of indifference whether his data be 
drawn from economics or some other science. 

Teachers of economics find it difficult to make up their mind 
whether students should be required to make a serious study of 
statistical theory and the mathematics which is necessary in order 
to understand such theory. If such a course had been adopted in 
the past, some of our best economists would have been frightened 
away and the science would be very much poorer than it is. But 
the science has clearly advanced from the stage at which the 
student could be told that mathematical economics was but the 
plaything of a few outstanding economists who were also mathe- 
maticians and that mathematical work in economics could be 
relegated to an appendix. The mathematical expression of a 
theory which can be expounded in simple English is probably of no 
greater value to-day than in the days of Jevons and Edgeworth. 
But the mere descriptions of economic phenomena now involve a 
fairly elaborate statistical technique ; economics is becoming more 
and more a statistical science, and one of the dangers of the present 
is that statistical technique will be employed by those who do not 
understand its limitations. Perhaps the wisest thing to do is to 
require, not that all students should study statistics for the purpose 
of utilising it in handling economic phenomena, but that those who 
do study statistics should be provided with sufficient preliminary 
mathematical training to enable them to use the statistical instru- 
ment with full knowledge of its value and its limitations. The 
amateur statistician is the enemy—and among the crowd of 
economic statisticians, particularly in the United States of 
America, there are many amateurs. But they do not include 
Professor Persons and Mr. Carl Snyder. 

J. H. Jones 
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Ir will soon require some courage to maintain in public that 
transfer difficulties can, let alone will, arise under the Dawes 
Plan, for it has become fashionable to prove that the transfer of 
the annuities is automatic, inevitable and fool-proof. For a 
scientific development of this view reference may be made to an 
article by Herr Alfred Lansburgh in Die Bank of December 1927. 
Mr. Long’s presentment is more popular in form—and therefore 
more dangerous if the view is erroneous—and it is accompanied 
by a certain amount of extraneous matter which gives the author 
elbow-room for displaying wit and humour which enliven his 
pages. It might be suggested that Mr. Long is, indeed, joowy 
oxwppartos ; he cannot resist a joke, and while we may be grateful 
for wit that has produced an amusing work on an arid subject, 
this little foible has to some extent reacted on the limpidity of 
his argument and of its arrangement. 

Almost at the outset of his examination Mr. Long remarks 
that ‘‘ the distinction made between the German debt to the Allies 
and other countries’ debts to abroad has had a bad influence 
upon the collection of Reparations. New economical theories 
and new organisations never heard of in connection with debt 
have been devised, and the result has been to complicate a problem 
that at the best was hard ’”’; and again, “ the reparation debt 
differs in nothing except in magnitude from other public debts to 
abroad.’ There is almost as much virtue in your “ except ” as 
in your “if ”’; as who should say that one ounce of strychnine 
differs in nothing except in magnitude from the tenth part of a 
grain! And pace Mr. Long there are important differences which 
are more than enough to account, not for new theories, but for 
the application of theories to the particular facts and their 
elucidation for the public. In the first place there is the minor 
difference that the amount of the debt has not been finally deter- 
mined, as the world of finance understands final determination. 
In arguing with Mr. Long not much stress can be laid on this 
difference, for he holds, with some consistency, that 132 milliard 
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gold marks is a feasible capital debt. It is more significant that 
with one exception all other foreign debts of any magnitude have 
been contracted, generally but not always, for productive pur- 
poses, between willing lenders and borrowers over a long series of 
years; the debt has only been contracted if there were lenders who 
felt reasonably certain that the borrower would and could pay 
the interest as it fell due and ultimately repay the capital or 
maintain his own credit so that its obligations could be sold on 
the open market without unreasonable capital loss. (The one 
exception is constituted by the French indemnity after the 
Franco-Prussian War, and an examination of the differences 
between that indemnity and Reparation might have been instruc- 
tive.) In this case there has been no lender, and the debtor has 
not borrowed to further his production nor voluntarily mortgaged 
recognisable future prosperity to save the present generation from 
burdens which they would not perhaps, for political reasons, 
willingly shoulder. The debt has been imposed, and it was 
imposed in the first instance, t.e. under the Treaty, without con- 
sideration of the debtor’s capacity; the modified debt which is 
involved in the Dawes Plan was arrived at after consideration of 
the debtor’s capacity, but with no guarantee that it did not 
exceed it. 

And here we reach what appears to the reviewer to be a more 
fundamental misconception in Mr. Long’s mind. The raison 
@étre of the Transfer Committee is this : the experts believed that 
Germany could raise certain given sums internally, but did not 
feel the same assurance that these sums could be transferred 
abroad. Their doubt is founded on the fact, which Mr. Long 
does not dispute, that an external debt is a heavier burden than 
an internal debt, and that therefore proof that a given internal 
burden of taxation can be borne is no proof that an external 
debt of the same dimensions can be borne, i.e. in the long run 
transferred without endangering currency and budgetary sta- 
bility. Mr. Long speaks of the ‘“ confusion of a real Distinction 
between revenue raised for home consumption and revenue raised 
for payment of Reparations with an imaginary Distinction between 
the two kinds of revenue in the matter of transferability. . . . The 
real Distinction is that revenue raised for home government is— 
if governments are assumed to render services—no burden, 
whereas taxation levied for reparations is a burden. In the matter 
of transferability both kinds of taxation are identical.” The italicised 
phrases (Mr. Long is not responsible for the italics) are almost 


unintelligible; no one ever suggested that there were two kinds 
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of taxation, one of which was more easily transferable than the 
other. The words only have sense if they are intended to deny 
what Mr. Long has already admitted; he must intend to convey 
to the reader that if a given sum can be raised by way of taxation 
it can be, ipso facto, transferred abroad, and in the last analysis 
this must mean that there is no difference between an external 
debt and an internal debt. The untenability of this is patent; 
in theory you could tax a country almost anything less than 
twenty shillings in the pound if the interval between collection 
of the tax and its redistribution in the form of internal debt pay- 
ments and governmental services was reduced to the vanishing 
point; by and large the productive capacity of the country would 
not necessarily be seriously damaged, while similar taxation for 
the purpose of handing the proceeds to the foreigner would bring 
economic life to a standstill. 

The raising of the sum required for payment abroad by taxa- 
tion is the first step in the process, and not the whole process. 
Unless the sum can be raised by taxation (subject to certain 
theoretical qualifications which need not affect a practical con- 
clusion), cadit questio. But even if it can be so raised it would 
appear to the reviewer that two further conditions must be 
fulfilled before it can safely be concluded that the sum raised is 
transferable. 

Firstly, the proceeds of taxation are potential capital which 
has been withdrawn from the community. If it had been with- 
drawn for internal purposes, it would find its way back, and the 
withdrawal would be temporary. If it is to be transferred it is 
withdrawn permanently, and the question arises whether it can 
be spared. In certain passages Mr. Long speaks as if all internal 
savings could be spared and transferred, but some part of each 
year’s savings must be devoted to capital replacements and capital 
improvements. 

Secondly, the capital withdrawn and handed to the foreigner 
represents a command over German goods and services, and 
someone must be found who is willing to take German goods and 
services to that value. 

Now as regards the first condition, all that need be said, as 
an argument against Mr. Long, is that there is nothing to show 
that Germany could spare the capital, for she has borrowed it 
back again and a great deal more in addition. The rate of 
interest inside Germany and Germany’s willingness to borrow 
large sums abroad at not less than 8 per cent. all in are prima 
facie evidence that she has hitherto needed the capital. This 
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evidence can indeed only be rejected by those who believe that 
Germany has either wantonly or wastefully borrowed abroad, 
and Mr. Long’s sympathy is plainly with the borrowers and against 
those, such as Dr. Schacht, who have attempted to dam the 
stream of foreign loans. We may grant without difficulty for the 
sake of the argument that the amount borrowed abroad has been 
productively employed and will earn its own interest and amort- 
isation; nothing can alter the fact that Germany has had to pay 
a given sum abroad as reparation (with no certainty that it 
represents a payment on capital account), and has in effect 
contracted in the future to pay interest upon it, having reborrowed 
it abroad. Whether this first condition can be fulfilled must 
therefore be regarded as not proven. 

The evidence as yet produced regarding the fulfilment of the 
second condition is equally negative. Mr. Long will have none 
of this second condition: ‘‘ Another [fallacy] is that while the 
Allies may continue to let in the non-Reparation exports of 
Germany they can keep out exports representing Reparations. 
In reality, the Allies can keep out German non-Reparation 
exports, but they must let her Reparation exports in.” The 
fallacy is probably an invention of Mr. Long’s brain, but it has 
more substantial truth in it than the fallacy which he sets in its 
place. If in all circumstances “ Reparation exports ” found their 
way out, that would imply some sort of prior lien on German 
goods and services in the hands of the Transfer Committee. In 
fact the mechanism of the Dawes Plan is such that German goods 
exported cannot be confined to goods representing payment of 
reparation. Supposing that Germany’s normal exports could 
be taken as deliveries in kind, as they cannot, Mr. Long’s state- 
ment might be borne out by future events. Foreign importers 
would buy their marks, perhaps receiving some inducement from 
their Governments to do so, only from the Transfer Committee, 
and German exporters would have no foreign exchange to finance 
necessary imports, with a consequent breakdown. In practice 
Germany’s normal exports are substantially left to take their 
own course, and the foreign exchange resulting therefrom is 
available for purchases either by the Transfer Committee or by 
the German importer. In fact, if these transfers are to be made 
effectively, and not from the proceeds of foreign loans, the 
foreigner must buy enough to cover necessary German imports 
and the sums awaiting transfer, and if he does not, the importer 
obtains the exchange, for he will if necessary pay a premium for it, 
which the Transfer Committee is forbidden to do. 
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Mr. Long gives a graphic illustration which it is necessary to 
quote in full. He simplifies the problem by supposing that there 
is one recipient of reparation, whom he calls Utopia. “It is 
assumed that before Reparations began there were no capital 
transactions between Germany and Utopia. In that case, if 
Utopia bought goods worth £100,000,000 from Germany, Ger- 
many bought goods worth £100,000,000 from Utopia. The 
Reparation liability is £10,000,000. When Reparations were first 
paid, Germany paid Utopia £100,000,000 for Utopian goods and 
£10,000,000 for Reparations. As this money had to be spent in 
Germany, Utopia bought from Germany goods of value of 
£110,000,000, but as Germany was only paid £100,000,000 by 
Utopia she had an export surplus of £10,000,000. It is assumed 
that Utopia’s Government gave way to the clamour of manu- 
facturers, and tried to prevent the import surplus. The tariff 
was modified so as to keep out German goods of value £10,000,000. 
Utopia now bought altogether £100,000,000 worth of German 
goods, and as she had to use the £10,000,000 Reparation payment 
in Germany, she paid to Germany out of her own pocket only 
£90,000,000. Germany therefore bought £90,000,000 worth of 
Utopia’s goods. The trade balance was: German export to 
Utopia £100,000,000. Utopian exports to Germany £90,000,000. 

“ The Utopian tariff was raised further by stages, but at each 
stage the German export surplus remained. Utopia might have 
decided to raise her tariff so high that she could exclude all the 
former non-Reparations goods from Germany, but in this case 
Germany would buy nothing at all from Utopia, and as she would 
still be paying the £10,000,000 to Utopia, her old export surplus 
of £10,000,000 would remain.” 

This illustration seems to assume everything which has to be 
proved, and by altering the terms of the problem we may equally 
well prove the impossibility of transferring the £10,000,000. We 
are perfectly entitled to assume for the sake of the argument that 
in order to subsist and produce the goods which she exported to 
Utopia, Germany had to import goods to the full value of 
£100,000,000. In that case either Germany must have credit for 
the £10,000,000 or she must export to the value of £110,000,000. 
On Mr. Long’s argument, in certain circumstances it rests not 
with Germany but with Utopia to decide whether recourse can 
be had to the latter alternative. If the former alternative is 
adopted, however, there is no export surplus and no solution, but 
merely a postponement of the solution. This is clearly recognised 
by Mr. Long, for he proceeds to remark that, ‘‘ given the condition 
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that Germany pays the mark annuities and that she ceases to 
import goods paid for with borrowed money (again the italics are 
the reviewer’s), nothing can prevent the export surplus.”’ So the 
illustration illustrates nothing except what we all know, that 
reparation can only be paid by a surplus; it does nothing to show 
that, or how, that surplus can be created. 

Mr. Long believes that it must automatically be created if 
once the annuities are raised within Germany by taxation; his 
essential argument rests, in fact, on the classical theory of foreign 
trade and its applicability to a case of this nature. If Germany 
ceases to borrow and continues to transfer, the usual process is 
set in motion; gold flows out, the discount rate is raised, internal 
prices fall while external prices rise, imports are discouraged and 
exports stimulated, a reduced standard of living on lower wages 
is reached, until finally a new equilibrium is established. It 
would clearly be absurd to deny that within limits this normal 
progress can be effective; to deny that it has limits is-once again 
assuming what has to be proved. The limits, of course, escape 
exact definition, and the experts’ plan may be regarded as an 
experiment for deciding where they must be traced in this par- 
ticular case. Let us examine briefly the steps in the process, 
which it must be remembered is to reduce a large adverse balance 
to a markedly favourable one. 

We have in the first place a possible contraction of imports. 
Mr. Long is in error in implying that the experts saw in an improve- 
ment of the export side of the accounts the only way of producing 
a final surplus. Allowance must certainly be made for the 
progress of invention and its power to enable Germany to dispense 
with much that is now necessary, but Germany’s dependence on 
the foreigner for her food and her raw materials will remain great, 
and the proportion of her import trade ascribable to luxuries or 
other articles which have no influence on the production of 
export goods is small. Their complete elimination, were it 
possible, would go but a small way to converting the present 
adverse balance into a favourable one. As regards exports, 
Germany is far from having any monopoly in the staple articles 
which she sells to the foreigner; on the contrary, they are highly 
competitive. We must therefore rely in the main on her ability 
to manufacture them more cheaply than the foreigner; leaving 
out of account the question how far a cheapening of price in the 
articles in question can stimulate demand, how far, that is, the 
demand for typical German exports is relatively inelastic, and 
remembering only that some at any rate of Germany’s customers 
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will protect themselves against cheap goods, we have to ask our- 
selves whether under the pressure of a strained exchange and 
dear money it will prove possible to effect the necessary adjust- 
ment in prices, 7.e. in wages and the standard of living. 

It is here, it would appear, that the abstract theory, by omitting 
to take account of an important complicating factor in real life, 
threatens to break down in actual practice. There is nothing 
under modern industrial and social conditions more difficult than 
to lower the general wage level and the resultant standard of 
living. As Mr. Long himself observes, ‘‘ the standard of German 
living is ever higher, and it cannot be easily depressed below a 
continually rising level,” in which connection, the recent rise in 
German wages and German prices is perhaps the most significant 
phenomenon which invites attention since the coming into force 
of the plan. When the natural forces on which he relies come 
into play, is there any guarantee that the wage-earner will not 
frustrate their full development? Confronted with two alter- 
natives, full employment on lower wages, or partial unemploy- 
ment with the maintenance of the old standard for those that 
remain in employment, post-war experience elsewhere would 
suggest that the latter would be adopted. 

If it is, then the cost of maintaining the general standard of 
living falls partly on an uncertain proportion of the workers, who 
have to accept a much lower standard of living on unemployment 
allowances, and partly on the general body of taxpayers who have 
to provide these allowances to unproductive workers. Prices are 
not lowered, exports are not stimulated, and at a time when 
trade is ex hypothest bad the budget burden is increased. If the 
pressure is severe enough, theoretically a crisis can be produced 
which will make it impossible to raise revenue sufficient to cover 
necessary expenditure. The smooth working of the whole pro- 
cess, on Mr. Long’s own reasoning, depends on the raising of the 
annuity out of taxes, that is, on the maintenance of a strictly 
balanced budget, and the cycle would be broken at this point. 
The currency would break down unless something were done to 
relieve the situation, and, under the normal working of the plan, 
relief would come from a cessation of transfers and the return, by 
one method or another, into the German economy of the capital 
withdrawn for the purpose of transfer. It is perfectly true that 
on this analysis the breaking point would first appear in the 
budget and not in the economy, but the break would be due not 
to the impossibility of raising a given amount of taxation, but to 
the attempt to export the capital. A position might, in fact, 





J. i i ee a  a|6=6 


1928] THE MYTHOLOGY OF REPARATIONS 433 


arise when the taxation could perfectly well be borne by the 
community if it were directed to the support of the unemployed, 
but not if it were to be transferred. 

There is nothing in the above which is in any way intended to 
suggest that events will, in fact, take the above course. The 
future evolution of reparation depends on Germany’s and other 
countries’ power to adopt -themselves to the situation, and in 
particular on Germany’s success in building up internal capital, in 
restricting imports and in increasing exports. The factors are 
complex and not capable of exact forecast. Mr. Long makes no 
attempt to estimate them, and indeed only refers to them as 
incidental to an argument designed to show that their estimation 
is of no importance. It may prove that the maximum burden of 
the plan is within Germany’s capacity ; that it is so, it is submitted, 
cannot be shown by the abstract reasoning examined. 

Experience has yet to give an answer to the essential problem 
—Can a country with no comparable foreign assets effectively pay 
a large foreign debt which in n6é way represents value received, 
and to that end can the necessary adjustments be made in the 
various national economies affected ? 

A few words must be added on one of Mr. Long’s subsidiary 
themes. His book contains an attack upon the Agent General 
for interference in German internal affairs. The attack is a paper 
one and overlooks the fact that the Agent Generalship, like any 
other organism created under a written Constitution, is living and 
will evolve in accordance with circumstances. Moreover, it 
seems peculiarly inconsistent on Mr. Long’s part to attack the 
Agent General for drawing public attention—and this would 
appear to be the extent of his activity—to what appeared to him 
to be features in Germany’s financial administration which 
endanger Germany’s budget and Germany’s credit. On Mr. 
Long’s theory the transfer problem cannot arise so long as the 
budget is well administered and Germany’s credit maintained ; 
in other words, the only form which a concerted movement to 
defeat transfer could take would be the wrecking of the budget. 
On this view the Agent General is plainly justified in drawing 
attention to tendencies and policies which if further developed 
would in his opinion lead, albeit unintentionally, to serious budget 
difficulties. It is more in the interest of Germany than of any 
other country that if difficulties should arise there should be no 
suspicion that sounder financial management would have served 


to obviate them. 
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REVIEWS 


A Survey of the Social Structure of England and Wales. By A. M. 
CaRR-SAUNDERS and D. Carapoa Jonss. (Oxford Uni- 
versity Press. 1927. Pp. xvii + 246. 10s. net.) 


A voLuME of approximately 250 pages which contains 82 
statistical tables might well be calculated to daunt a reader 
even if forearmed by the warning of the full title, that it is a 
survey ‘‘as illustrated by statistics.” But while it cannot be 
denied that these pages require very considerable concentration 
of mind and even some endurance, the effort is well worth while. 
The authors have attained in large measure their objective of 
presenting ‘‘ a coherent picture of some of the more important 
aspects of social life in this country,” and if this seems qualified 
praise, it is so only in relation to the stupendous difficulty 
involved in their task. They speak of it as a pedestrian task, 
but while this is true in one sense, in another it is much more 
the task of the mountaineer who climbs laboriously to the top 
of Mont Blanc in order to register a panoramic view of the in- 
numerable ranges and peaks. He will not see the detail of the 
valleys, and some of the mountain sides will appear unduly 
flattened, but he will have achieved what cannot be achieved 
by the mere pedestrian. Similarly, this book is a panoramic 
survey; and it must be taken as such. Just as no two moun- 
taineers looking at the same view will give the same attention 
to its different features, so some readers may complain that in 
this book disproportionate attention is given to the various 
subjects; but there is really little to complain of in this respect 
when allowance is made for the inevitably personal point of view 
of writers and readers. 

While it is well to stress its character as a survey, there is, 
of course, in reality a great deal of detail, as witness the 82 
statistical tables! Indeed many a reader will find a secondary, 
though not we hope a primary, use for this book as a handy 
encyclopedia. From this aspect it is an unqualified success, 
and its authors will receive many blessings for their industry, 
and the admirable way in which the statistics are presented, 
together with the careful explanations as to what they represent, 
and the inferences which may and may not be legitimately drawn. 
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There is here no straining of too slender or untrustworthy data, 
nor are any “ higher” statistical methods or terms used. On 
the other hand, the book ought not, of course, to be placed in 
the hands of a student who has had no training whatever in the 
elements of statistics. 

To give some idea of the contents, it seems easiest to sum- 
marise the chapter headings.- The first five chapters are devoted 
to an analysis of the population census; age, sex and marriage ; 
housing; distribution; classification by industry and by occupa- 
tion are the five sub-headings. The next chapter deals with 
industrial status and social class. The next two chapters con- 
cern occupational (trade unions and professional associations) 
and non-occupational (religious, political, etc.) associations. 
Then comes an examination of the National Income and the 
National Wealth, with particular reference to their distribution. 
The provision for Education naturally leads on to a consideration 
of juvenile recruitment to industry. Chapters XIII and XIV 
consider State provision against misfortune, and the compulsory 
transfer from rich to poor; Chapters XV and XVI the corre- 
sponding voluntary provision and transfer. Poverty and Crime 
are the next two headings, and the whole is rounded off by a 
discussion of the Inborn Qualities and Recruitment of the 
Population. 

It must not be thought that this book is a mere compilation, 
and contains nothing which the general student of social economics 
does not carry as part of his equipment. There is perhaps no 
great contribution to the sum-total of human knowledge, but 
very few people will read this book without discovering several 
things which they did not know before, and many more to which 
they have hitherto paid inadequate attention. The precise sub- 
jects will vary with each individual, and since what most struck 
the present reviewer may be thoroughly familiar to others, it 
might give an unfavourable impression to present a personal 
selection. By way of criticism, or rather perhaps for the con- 
sideration of the authors when they come to revise for their 
second edition, as they will speedily do unless the first is very 
large, the following observations suggest themselves. In dealing 
in Chapter V with the census classification of skilled and un- 
skilled workers, a little more cautionary explanation might be 
advisable for the benefit of the less advanced student as to the 
implications of the words skilled and unskilled. One is inclined 
to wonder whether there is any large occupation to-day which 
is really unskilled in the sense that a man can attain a normal 
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output virtually from the day he begins working. Equally there 
is surely little doubt that semi-skilled work has displaced really 
skilled to a very considerable extent. By confining themselves 
to the inadequate statistical material available, the authors do 
not make their survey produce a true and complete impression 
on this point. Similarly, in Chapter VI a wrong impression of 
the scale of modern industry results from the same sort of limita- 
tion. They rightly say that the average of twenty-four employees 
to every employer does not mean much, and that what is wanted, 
namely, the mode, is not available; but then they proceed to 
tabulate the averages for different districts and different industrial 
groups. Nowhere is there any indication that in many industries 
the typical firm employs hundreds and sometimes thousands of 
employees. Though exact information is lacking, some approxi- 
mations could perhaps be obtained for certain industries, such, 
for example, as coal-mining or engineering. The lack of a true 
impression of the real concentration of control in modern industry 
may be deemed by some to be a serious omission; also in the 
discussion as to the existence of social classes which ends the 
chapter. The last sentence of this chapter perhaps overstates 
an otherwise sound warning, and in any case the summary 
nature of the previous discussion hardiy warrants so definite 
and comprehensive a conclusion on such a very difficult and 
elusive matter. 

Chapter IX on the National Income will probably want 
considerable revision in the light of the results of the census 
of production. Judging by the preliminary reports, most of 
which have, of course, appeared since the date when the bulk 
of this book was written, the estimates of Professor Bowley, 
Sir Josiah Stamp and others will have to be revised in an upward 
direction. The error is, however, probably greater in respect 
of the magnitude of the income than of its distribution, which 
is rightly the main interest for this survey. In Chapter XIII 
it seems strange that no mention is made of industrial accident 
insurance alongside the other branches of the State provision 
against misfortune, although the State does not, of course, 
directly contribute: a word of criticism as to the unco-ordinated 
and illogical nature of all this provision might not have come 
amiss. In the discussion of poverty and poverty standards in 
Chapter XVII, a more definite warning should have been issued 
that the typical family does not now consist of father, mother 
and three dependent children; and some attempt might have 
been made to adjust the Rowntree and Bowley data accordingly. 
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Finally, a most tentative suggestion may be put forward that a 
chapter summarising the bold outlines of the present structure, 
together with their historical antecedents extending back over, 
say, the latter half of the last century, would supply a perspective 
which is a little cramped by the general limitation to immediate 
pre-war or post-war comparisons, and might add to the coherent 
strength of the picture as a whole. 


J. W. F. Rowe 


Social Economics. By FRIEDRICH VON WiESER. Translated by 
A. Forp Hrwnricus, Assistant Professor of Economics, 
Brown University, Rhode Island, with a Preface by WESLEY 
Cuarr MiTcHELL, New York. (Allenand Unwin. Pp. 462+ 
Index and three Prefaces. 20s. 1927.) 


Ir an English economist were asked to name the leaders of 
the Austrian School of Political Economy, he would probably 
name Carl Menger, Eugen v. B6hm Bawerk, and Friédrich von 
Wieser. All are now gone from us, Wieser last of all, in July 
1926. After a lifetime devoted to the theory of marginal utility 
(to which he gave the new German name of Grenz-nutzen) he 
became more absorbed in problems of social philosophy and 
current politics. Witness, e.g., his Oesterreich’s Ende, “ Passing 
of Austria,” 1919, and his Gesetz der Macht, 1925.1 The present 
book is a translation of the second edition of his Theorie der 
gesellschaftlichen Wirtschaft, published in the year before his 
death. It had first appeared in 1914. The Great War rolled 
between; and the author felt himself unable to recast his book 
altogether, consoling himself, as well he might, with the reflection 
that even those great changes have left economic principles still 
valid (trans. p. vii). He adds, in a passage omitted by the trans- 
lator (W.’s Vorwort, p. viii of original) : “‘ The supply of theoretical 
books going to the bottom of the subject is very small, the need of 
them very great.” In fact the best known were his own and 
Bohm’s. In essentials the two were agreed; they differed most 
over the details of “‘ Zurechnung,” the assignment of the due 
share of each part in the value of what Mill called “ the peculiar 
case,” Jevons the normal ordinary case, an article involving 
joint cost of production. Béhm good-naturedly devotes an 
Excursus of 35 pages to this dispute.2. They make the most of 
their differences. Wieser, in an article written for the first 


1 Other such writings are mentioned by Dr. Oscar Morgenstern in his 
obituary of his old professor (American Economic Review, December 1927). 

2 Kapital und K. Zins. 4th ed., 1921, Sect. II. Vol. II. 127-61. Economic 
JouRNAL, December 1921, p. 569, where “‘and”’ should be “und.” 
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number of this JouRNAL (1891, 108 seq.) admits general agree- 
ment, and repeats the admission here (translation, p. 74, original, 
56). To some of us it appeared that Bohm’s style improved with 
age; if his discussions were longer, his sentences were shorter. 
Of Wieser this seemed less true, if true at all. Professor 
Schumpeter’s judgment is that of a friendly but just critic; 
his hero (he says) “‘is one of the few examples of clear thinking 
not implying concise writing.” 1 

It is a standing complaint against the Marginalists that they 
spend too much time over the Elements. The greatest writer is 
not always he who writes the longest book. To learn a new 
science is so far like the learning of a new language that we must 
in both cases begin with the alphabet. But all knowledge is not 
contained in the alphabet; and even Wicksteed perhaps kept us 
too long there. The Austrians have shared in this prolixity, and 
the success of their writings on the Continent was a proof that at 
first at least the prolixity was well-timed. The translations of 
Bohm and of Wieser, for which Professor Smart was responsible, 
were well received here and in America; and the protagonists of 
the Austrian School were frequent contributors to English and 
American journals. 

A complete sketch of the book before us is given in the 
American Economic Review (above cited, pp. 671, 672), and our 
task is not to set forth the doctrines but to estimate the value of 
the translation. 

There are not many misleading oversights or misprints. The 
misprints (as on pp. 125, 137, 167 bis, 175) are not misleading. 
** Periodically ” for “legally? on p. 162 seems indefensible. 
Wieser surely meant “‘ Bourgeois economics’ on p. 114, where 
the translation has ‘‘ the economic theory of business-enterprise.”’ 
In the author’s Vorwort (viii, tr. xviii) ‘‘ undurchsichtigen und 
schwankenden Zustand ”’ is not happily rendered “ the opaque 
and transitory condition (of the world after the War).” Perhaps 
** perplexing and unstable ’’ would be clearer. On p. 80 (orig. 60) 
“ freien Ueberflusz ’’ seems more than “free good”; it is a free 
surplus. 

The device of breaking up sentences has been successfully 
practised in the early part of the book where it was most needed. 
In the later part, say in Book IV, “ Theory of the World 
Economy,” the sentences run easily without it. The author 
himself is often to blame for difficulties of meaning still left. 
Wieser, for example, speaks of the “ idealising ’’ method where 
1 In this Journat, Obituary, June 1927, p. 329. 
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English writers speak of the method of abstraction (Introd., tr. 
p. 5, ef. 153 and passim). This is no harder in translation than 
in the original, and we take up the point once for all. The 
following passage is no easier in the original than in the trans- 
lation. The latter runs: “Socially the motor stimuli are dis- 
charged at the expense of enormous friction during great popular 
movements and spiritual outflow.’”’ It would be simpler to 
render motor stimuli “‘ impulses to action.”” Wieser writes ‘‘ die 
motorischen Reize”’ (orig. p. 17, cf. tr. 18, 19) and for ‘‘ spiritual 
outflow” tr. 2b., “‘geistigen Strémungen,” surges of thought. 
So (on p. 49) “ cost-productive-means ”’ is neither better nor worse 
than the original (orig. p. 38). On p. 23, ft. in the tr., the 
translator has missed an easy chance. He writes: “If we may 
say so, the prevision of the need of food is more voracious than 
hunger.” “Provision” is surely more ordinary English than 
* prevision,” for the German “ Vorsorge”’; and the whole might 
run: “The provision of the food is hungrier than the hunger 
itself,’ Wieser’s phrase being “‘ hungriger als der Hunger ’”’ (orig. 
p. 21). 

It must be confessed that the book reads like a translation. 
As it is written in the first instance for the States, we must 
remember that long words (in place of our shorter) do not always 
offend there; but in many cases the long words are a too faithful 
repetition of the original. The following example does not stand 
alone : “ The motor need is satisfied in the expenditure of energy. 
In extreme cases it is exhausted by fatigue. The economic need 
reaches a condition of satiety when a sufficient quantity of 
instruments of its satisfaction has been absorbed ”’ (p. 22). 

Enough has been said to show that the translation will not 
please all Englishmen, or (in spite of Mr. Wesley Mitchell’s 
Preface, p. xii) all Americans. Some of us at least, while acknow- 
ledging help from it in the interpretation of obscure passages, will 
grudge the need of learning a new language, the language of the 
translation itself. Good translation, however, is no easy matter ; 
and the translator has evidently tried bravely to find the right 
equivalent where the wrong might imperil a whole argument. 

J. Bonar 


Central Banks. By C. H. Kison and W. A. ELKIN. (Macmillan. 
Pp. 384. 8s.) 
Tus is a book on a new subject. Classic works exist on 


Banks of Issue in general, and on particular Central Banks. But 
the subject of Central Banks as such is a novelty. 
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The book is primarily descriptive. More than half of it 
(pp. 155-368) is composed of an Appendix containing a summary 
of Laws, Charters and Statutes regulating Banks of Issue. 
Dealing with twenty-eight different countries, this by itself will 
be a most valuable work of reference. A clear and accurate 
summary of such multifarious and voluminous enactments is 
something of an achievement. 

The body of the book is composed of an exposition of the 
purpose and manner of working of the various regulations and 
arrangements to which Central Banks are subject. The method 
is comparative. Each chapter takes one topic, and shows the 
different methods by which the same problem has been dealt 
with in different countries. 

An introductory chapter explains how the necessity for a 
Central Bank has arisen. The regulation of the currency has 
become dependent upon the regulation of credit. ‘‘ The rate of 
discount is the chief weapon for ensuring the due proportion 
between the volume of credit, the note issue and gold holdings, 
and thus for maintaining the stability of value of the currency 
unit, and . . . the rate of discount is properly the instrument of 
a bank.” 

Also ‘‘ Monetary policy should be independent of political 
contingencies, and the surest way to secure this result is to place 
the control of the note issue in the hands of a bank.” 

“The gold standard is sometimes spoken of as an automatic 
system. The phrase isin the highest degree misleading. Whether 
there is a gold standard or not, the control of the credit and 
monetary system involves the solution of many difficult problems 
of policy and detailed administration.” 

Chapter II is devoted to the relations between the State and 
the Central Bank. The authors quote, but not without quali- 
fication, the prevailing view in favour of the independence of 
the Central Bank. They show that there are only two perfectly 
independent Central Banks—the Bank of England and the 
Reichsbank. They also point out that in great emergencies the 
theoretical independence of the Central Bank cannot really prevail 
against the Government. “The danger of State control of the 
currency lies in the temptation to a Government to treat its 
political difficulties as justifying a course of action only per- 
missible in an emergency of an entirely different order ”’ (p. 26). 
This may be called the orthodox view, but it is not clear that 
there is any adequate foundation for it in history. When a 
Government goes blundering on from deficit to deficit, an inde- 
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pendent Central Bank has no right to interfere till the Minister 
of Finance asks for an advance, and by that time the situation is 
likely to be past praying for. It may be theoretically true that 
“the existence of restrictions on Government borrowing from 
the Bank strengthens the hand of that body in exerting influence 
on the Government to pursue a policy of financial prudence.”’ 
But has this ever actually-occurred? And is there not some 
advantage in having the administrative officers responsible for 
the regulation of currency and credit in a position not merely to 
“exert influence ” on the Minister of Finance, but to play a 
direct part in the consultations by which his decisions are formed ? 
That is the system which has made the Indian currency adminis- 
tration the most successful and the most scientific in the world. 

The third chapter of the book deals with capital and profits. 
Here there is a fundamental antinomy. For the State to own 
the capital would infringe the principle of independence. On the 
other hand, if the shareholders receive the profits, can the Bank 
devote itself disinterestedly to the public advantage? The 
Federal Reserve Banks have reduced their earning assets in order 
to sterilise gold. “‘ No bank organised primarily for profit could 
afford to adopt a line of action which is so unprofitable from the 
point of view of dividends ”’ (p. 74). 

An important chapter deals with Note Issues and Reserves. 
The authors indicate the weak point of the proportional system 
of gold reserves in comparison with that of the fixed fiduciary 
issue, that is to say, the greater disturbance arising from an 
export or import of gold when it carries with it a greater change 
in the right of note issue. This does not apply at present to the 
United States, because “ the reserves actually held are so largely 
in excess of the statutory requirements that substantial with- 
drawals of gold can take place without entailing contraction of 
the note circulation in the theoretic proportion of 100 to 40.” 

In the treatment of the relations of the Central Bank to other 
banks and to the money market, perhaps hardly adequate promin- 
ence is given to the use of the Central Bank as a basis for clearing. 
“The very idea of a Central Bank presupposes that the com- 
mercial banks will deposit their cash resources, other than till 
money, with it” (p. 101). In practice, if adequate rediscounting 
facilities are available, these cash resources are not required for 
any other purpose than clearing (unless, of course, reserves are 
required by statute, as in the United States). The peculiar pro- 
vision of the Australian Commonwealth Bank Act making 
clearing through the Commonwealth Bank compulsory might have 
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been made clearer both in the body of the book (p. 137) and in 
the Appendix. 

The book ends with an interesting discussion on the co- 
operation of Central Banks. R. G. HAwTREY 


Industry and Politics. By the Ricut Hon. Str AtFrep Monp, 
Bart., LL.D., M.P. (Macmillan. Pp. ix + 337. 12s. 6d.) 


THE essays in this volume are concerned chiefly with unem- 
ployment, industrial organisation and fiscal policy. Lord Melchett 
tells us in his introduction that he has published them, not because 
they are “‘ as complete or consecutive, either in form or expres- 
sion,” as he would have wished, if he had had more time to 
devote to their elaboration, but because “ they embody a good 
deal of thought and research on a number of . . . important 
problems of to-day on which, I think, my personal experience 
entitles me to speak with a considerable measure of authority.” 
Both as regards form and as regards substance we may agree 
that his judgment is just. It would be a sympathetic critic, 
indeed, who would attribute great literary felicity to Lord 
Melchett, but the eminence of his position in the world of industry 
and the weight of his influence in political circles are ample 
compensation for the slightly viscid qualities of his style, and 
make any comments he has to offer important data for the 
interpretation of the economic and political tendencies of our 
time. This is not an attractive book. But it is a forceful book, 
a revealing book, a book which no student of the post-war period 
can afford to neglect. 

Lord Melchett’s main proposals in regard to unemployment 
are already well known to readers of this Journau. In this 
book he renews his plea for their adoption, and attempts to 
turn the tables on those critics who have accused him of wishing 
to revive the Speenhamland system, by an heroic effort to prove 
that that system was not as bad as it has been painted, and that 
in any case it did—what he claims would be the effect of his 
own plan—ward off graver troubles in the body economic. 
Whether this last is true is a matter which may be left for economic 
historians to answer. But in his main contention, that his 
scheme has not received the attention it deserves, Lord Melchett 
is not, I think, without some justification. As Professor Pigou 
has shown, there are conceivable cases in which such measures 
would not be without some theoretical sanction. In any case 
they are sufficiently ingenious to merit more respectful considera- 
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tion than they have received at the hands of most of their critics. 
But it is somewhat surprising that Lord Melchett should accuse 
his opponents of a purely static conception of industry (p. 101). 
For certainly the most powerful objection to his scheme is pre- 
cisely this, that it itself is too static in conception. It assumes 
static conditions, and it would tend to perpetuate such conditions. 
“The scheme would apply,” says its author, “in all insured 
industries in which the unemployment figures were above 
normality.” That is to say, that in just those industries where 
the downward fluctuation of demand for labour was most 
pronounced, and where presumably a contraction of labour supply 
was most called for, the greatest effort would be made to main- 
tain the volume of employment undiminished. Surely this is 
the static outlook with a vengeance. Lord Melchett complains 
elsewhere (p. 46) that the present system of unemployment relief 
promotes immobility of labour. But if relieving people who are 
thrown out of their jobs produces this result, how much more 
will subsidising wages so that they may remain in them ? 

On questions of industrial organisation, Lord Melchett covers 
a varied collection of topics with a success which is almost equally 
varied. On the rdéle of science in modern industry he speaks 
with imagination and vision. His views, too, on the relations 
between capital and labour are humane and progressive. The 
celebrated attack on socialism, on the other hand, seems scarcely 
to deserve its reputation. As a debating speech it may have 
been effective. As a contribution to knowledge it is disappoint- 
ing. Lord Melchett claims that his remarks on the difficulties 
of international trade under socialism are new, but this, of course, 
is erroneous. The matter has been discussed both by Cannan 
and by Mises. Nor does his treatment of that great movement 
of amalgamation, which he has done so much to forward in this 
country, justify the high expectations with which we approach it. 
Trite reiterations of text-book lore with regard to the advantages 
of large-scale organisation take the place of that comparison 
of the advantages of different scales and different forms of organisa- 
tion which we should expect from one with so intimate a know- 
ledge of these matters. And this deficiency is all the more 
disappointing since, in treating of socialism, Lord Melchett showed 
himself to be not unaware of the difficulties in question. 

‘“‘ What is one of the real difficulties of the whole question of 
organising your industries nationally?” asked Lord Melchett. 
“One of your chief difficulties is magnitude. I have come 


deliberately to the conclusion that it is quite a for 
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human beings to control any industry beyond a certain magnitude, 
and I say that after careful study. 

“It is a very curious fact, told me by an American friend, 
that under Mr. Roosevelt’s administration, when one of the 
American trusts was dissolved, the component parts of the trust 
made more money in competition with one another than when 
united, simply because it had outgrown proper economic manage- 
ment and become so large that the company was like a govern- 
ment department, so complicated and so full of red tape that 
paralysis set in.” 

Surely, having thus whetted our appetites, Lord Melchett 
might have discussed the matter further. We cannot without 
undue optimism infer that the optimal magnitude of organisation 
in the chemical industry will always lie between the extent of a 
national chemicals trust and Imperial Chemicals, Ltd. ! 

On fiscal policy Lord Melchett is frankly mystical. With 
pious awe he sacrifices ‘“‘ the free trade ideas to which I have, 
economically, (sic) devoted the greatest part of my political life ”’ 
“on the altar of Imperial Unity.” With righteous scorn he 
denounces those who “ think of everything in terms of what 
might be called European thought.” In such a case, clearly, 
comment of a strictly scientific nature is inappropriate. We 
may question whether the means proposed—Imperial Zollverein, 
a quota system and the like—are likely to promote the end in 
view. (Incidentally, we may note that Lord Melchett does not 
think the bonds of race are sufficient without ‘‘ mutual interest.’’) 
But in so far as the ends are in dispute, as economists, we can 
say nothing. If Lord Melchett prefers Empire to Opulence, that 
is the end of the matter. But is it not rather sad that Lord 
Melchett, whose own debt to the mainland is so obvious, and 
whose great race has done so much to foster the consciousness 
of a common tradition of Western civilisation, should forsake 
the goodly company of those who have sought to strengthen the 
solidarity of European peoples, and should find the outlook of 
those for whom the interests of such solidarity are paramount, so 
mean-spirited and ignoble ? 

LIonEL ROBBINS 
New College, 
Oxford. 
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The Economic System. By G. D. H. Cote. (Longmans, Green 
& Co., Ltd. 1927. Pp. 90. 2s.) 

Capitalist Combines. By G. M. Cotman. (Longmans, Green & 
Co., Ltd. 1927. Pp. 90. 2s.) 

Co-operation, its Problems and Possibilities. By A. H. ENFIELD. 
(Longmans, Green & Co., Ltd. 1927. Pp. 90. 2s.) 


THESE three brief “ outlines,” published under the editorship 
of a Joint Committee of the Workers’ Educational Association 
and the Tutors’ Association, give a concise and lucid explanation 
of their subject. The editors are perhaps a little sanguine in 
their belief that the outlines are suitable for ‘‘ independent 
students who want not to be told what to think but to be helped 
to think for themselves.”’ The authors have so obviously a gospel 
to preach, and so evidently expect it to be agreeable to their 
readers. Mr. Cole, at any rate, is frankly ‘‘ conscious” that his 
exposition “‘ begs many questions.’”’ Miss Colman ~-and Miss 
Enfield are less frank, probably because they have not realised 
that there are so many questions to beg. Miss Colman does indeed 
begin with the statement that “there is much both of good and 
of bad in the combination movement,” but her description of the 
social gains of combination is quickly followed by the social 
dangers of monopoly and inflation. A simple arithmetical sum 
shows that the capital of ‘‘ Imperial Chemical Industries ” is 
larger by over £18,000,000 than the combined capital of the four 
constituent companies : it follows that the capital is watered and 
the new combine over-capitalised. As regards wages, although 
“it is difficult to find evidence on the basis of which to come to 
any definite conclusion,” yet ‘‘ there is no doubt that a combine is 
in a better position than smaller independent firms to resist a 
demand for a rise or to enforce a reduction.”’ The Press combines 
and the banking amalgamations are condemned with equal 
severity. With regard to the latter, Miss Colman does indeed 
admit that ‘‘in general no doubt loans are given or refused on 
purely business principles,” but this power can be used to check 
developments of which bankers disapprove, as, for example, trade 
with Russia. A brief account of the various attempts made in 
different countries to control the activities of combines shows how 
difficult it is to make such control effective, and leads easily to 
the conclusion that the only adequate protection to the consumer 
or the worker is to be found in State ownership and administra- 
tion of capital. 

Miss Enfield has a less controversial subject in Co-operation, 
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and her exposition is mainly descriptive, passing in review the 
origin of co-operation, the British movement with its secondary 
educational and political activities, and the importance of inter- 
national co-operative trade. The problems arising out of the 
relation between agricultural co-operators who aim at selling 
dear, and consumers’ co-operators who desire to buy cheap, are 
somewhat lightly passed over, the writer contenting herself with 
the view that “though the respective spheres of the two move- 
ments have never been settled in theory, co-operators are essenti- 
ally practical,’ so that no doubt matters will arrange themselves. 
The conflict of interest between producers and consumers is more 
clearly realised in the chapter on Co-operation and Trade Unions, 
and the conflict between the aims of co-operators and State 
socialists forms the subject-matter of the concluding chapter. 
For her new world Miss Enfield gives the preference to co-opera- 
tion, as at once more democratic than State socialism, more trust- 
worthy, and more international in its sympathy and outlook. 
The book starts quite definitely from the premise that capitalism 
and profit-making are vicious in every detail, though there are 
in the argument occasional lapses, evidently unsuspected by the 
writer, as, for example, when capital provided by the savings 
of Trade Unionists appears to have a right to adequate returns, 
and again where it is indicated that the highest technical efficiency 
and great business and organising ability are qualities not secured 
by election. 

The Economic System, by Mr. G. D. H. Cole, is a more scholarly 
and less ingenuous production, but the exposition is uneven, 
and suffers from the difficulty of explaining complicated questions 
in a few paragraphs and in language intelligible to the student 
who has not much background. Thus the chapter on “ Legal 
Foundations ”’ settles in nine pages the whole question of the 
“rights of property ” and of “legal personality.” It is cleverly 
done, and the student for whom it is intended will find it as 
intelligible and convincing as any other piece of socialist propa- 
ganda. The two chapters on Capital suffer even more from 
compression. After explaining the meaning of capital assets, 
the argument plunges straight into questions of companies and 
investments which may well confuse the reader. On p. 28 real 
capital, italicised, is defined as the “ actual worth of the assets 
with which business is carried on,”’ but on p. 33 we are told that 
firms may have a “ large part of their real capital in the form of 
Debentures.” The writer is more clearly at home in his descrip- 
tion of the provision of capital, and of the possibilities of saving 
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under a more equitable distribution of resources. A somewhat 
tedious chapter is devoted to proving that cost of production 
has no precise meaning, and it appears to follow from the chapter 
on “ Social Cost ”’ that there is no such thing as a right to interest 
on capital. The chapter on Wages concludes that the “ worth 
of labour”’ under our present economic system has no moral 
meaning. ‘It does not mean that labour is paid what it ought 
to be paid.” The “ necessities ”’ of the economists, as regards 
wages, prices, interest and profits, are necessities only under 
the present economic system, and Society could very well reor- 
ganise the whole system on some other basis. With this, as with 
the conclusions of the other two volumes, the student for whom 
they are intended will doubtless agree, and even the more 
sophisticated reader may find the “ outlines”’ interesting if not 
altogether convincing. 
H. REYNARD 
King’s College for Women, . - 
London. 


Economic Problems of Modern Life. By S. Howarp PATTERSON 
and Kart W. H. Scuotz. (McGraw-Hill Publishing Co., 
Ltd. 1927. Pp. xii + 607.) 


Tus book seeks to combine a generalised description of 
modern economic organisation with a more detailed treatment of 
some of the important social and economic problems which face 
the U.S.A. at the moment. That duality of purpose is to be 
regretted, for a text-book and a gospel are not easily welded. The 
interest and continuity of the treatment of unsettled questions 
is broken by the intrusion of much standard description and 
principal; the value of the text-book is reduced by the presence 
of discussions in which only the first words have been said. If 
one fails, however, to find a continuous thread throughout this 
work, the sections stand well by themselves. They are well 
written ; concise almost to the point of over-concentration. The 
material has, to all appearances, been carefully collected and 
sifted. The authors are happy in their skill in putting both sides 
of a case crisply and succinctly, and they add to their capacity 
for balanced statement an intellectual withdrawal from bias or 
over-emphasis which makes their work a first-rate study of 
present-day industrial America. 

The general problems of industry in the U.S.A. differ both in 
kind and degree from those found in Europe. The differences are 
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the result of social as well as purely industrial factors. A 
European writer on Socialism, to take a most apparent example, 
would be justified in assuming that his readers have a rough idea 
of what principles lay behind Socialism and what ideas had been 
attached by hostile and prejudiced minds. Not so in the U.S.A., 
where the authors of this book find it necessary to explain that 
‘Socialism does not propose the elimination of religion, the 
Church or the institution of the family.” In some directions the 
economic problems of the U.S.A. are simpler than those found 
elsewhere. The high general standard of wages does not altogether 
cloak or destroy the problem of industrial relations or the dis- 
tribution of wealth, but the organised section of labour is highly 
prosperous and the ill-paid section is mute and unorganised. The 
problem of instability presented by an unco-ordinated and 
decentralised banking system has been successfully met by the 
Federal Reserve Act of 1913. The absorption in the task of 
creating a satisfactory political system in which Federal power 
and State power would be nicely adjusted has perhaps diverted 
attention from the regulation of industrial society and the 
establishment of democracy in the economic field. Rapidly 
increasing wealth weans a nation from introspection; its 
industrial worries lie lightly. Readers of this book, however, 
will be left in no doubt that industrial prosperity is a thin cloak 
and liable to wear to tatters quickly unless carefully watched and 
mended. Big questions are emerging in the U.S.A. which will 
tax even the ingenuity, capacity and flair for organisation and 
direction which are met there. Sooner or later the American 
people must decide how far their present policy of protection, their 
refusal to cancel war debts, their encouragement of exports, their 
firmly rooted desire for a favourable balance of trade, are com- 
patible with their change from a debtor to a creditor country. 
In some vital chapters in this book Messrs. Patterson and Scholz 
desert, perhaps for the only time, their attitude of reserved 
balance and come out in robust support of a greater degree of 
Free Trade for the U.S.A., and even seem to be in support of 
some measure of cancellation of Inter-Ally debts. The problem 
of the Trust is becoming more complex. The lawyers have 
always fought a losing battle with the business man, for the latter 
combines superior dexterity and energy with the possession of an 
organisation which is capable of an infinite capacity to change form 
in order to evade the law. The State is now adding to ineffective- 
ness in control an uncertainty in its own cause. The Webb- 
Pomerene Act allows the formation of associations and combines 
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which are engaged solely in export trade. On this subject the 
authors unfortunately confine themselves to description and, 
excepting a suggestion that the Federal Trade Commission should 
have the power to fix prices, refrain from criticism or analysis. 
A flexible tariff scheme now in operation appears to prejudice the 
export trade of the country and to incite other countries to 
retaliation. And the social problems appear to be no less urgent. 
It comes as a surprise to learn that ‘‘in 1920 there were one 
million children between the ages of ten and sixteen engaged in 
American industry ”; that six States still allow the employment 
at night of children under sixteen; that, as the result of a survey 
covering 19,000 women in Virginia in 1919, 46 per cent. were found 
to be working more than ten hours per day. Moreover, the 
political organisation of the U.S.A. makes the problem of social 
legislation an extremely delicate task. There is a twilight zone 
in which Federal and State authorities struggle for supremacy. A 
written, and therefore rigid constitution, is badly adapted for 
dynamic industrial conditions. The whole treatment of this 
subject is a first-rate antidote to much uninformed laudation of 
American organisation and industrial life. 

The authors, however, do not confine themselves to this one 
thesis. To English minds the relative space allotted to different 
subjects will seem unusual and largely reflects the difference in 
the industrial centre of gravity in the two countries. There are 
only 21 pages out of a total of 600 devoted to Trades Cycles ; 
only 2 pages to the Joint Control of Industry. A comparison of 
municipal ownership in the U.S.A. and Europe is dismissed in 
14 pages. Some of the discussion is topical enough to leave the 
writers at the mercy of current events. It is no longer true that 
‘“‘in G.B. the miners have secured a seven-hour day and are 
agitating for a six-hour day.” It is misleading to state that ‘“ the 
significance of Trade Unionism in British political life may be 
illustrated by the fact that in 1920 Trade Unions possessed a 
membership of 8,000,000 ” when that number has now fallen to 
about 5,000,000. Guild socialism is discussed as a living and 
militant force, when even its most able and enthusiastic exponents 
in this country appear to have deserted it. The book contains a 
useful and wide list of references, but on the subject of the Trade 
Cycle the works of Robertson, Pigou, Lavington, Cassel and 
Veblen are omitted. It is perhaps captious criticism to suggest 
that the ugly word “‘ illth,”’ used at least three times in this volume, 
should have been allowed to die with Ruskin. 

The authors have carried through what must have been an 
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onerous task of compilation and interpretation in a highly 
commendable manner. 
J. JEWKES 
The University, 
Manchester. 


Principles of Marketing. By Frep. E. Crarx, Ph.D. (New 
York: The Macmillan Co. 1925. Pp. xiii + 570. 12s. 6d.) 


Tuts work is a well-balanced presentation of those phases of 
marketing that rest upon accepted economic teaching. It is 
authoritative in tone and is marked by great fairness and thorough- 
ness in its handling of those aspects which do not readily yield to 
theoretical generalisations or are still debatable ground between 
rival American schools in this branch of economic science. The 
author does not anywhere explicitly discuss terminology; but 
by defining marketing as consisting ‘‘ of those efforts which effect 
transfers in the ownership of goods, and care for their physical 
distribution,” he ranges himself on the side of those who make 
the term include the entire group of services involved in the dis- 
tribution of goods from producer to consumer. This is a better 
course than attempting fine-drawn distinctions between the 
distributive problems of the producer on the one hand and those 
of the factor, wholesaler and retailer on the other and applying 
the term merchandising to the latter. While the distributive 
problems of the producer may be different from those of the 
wholesaler and retailer, the increasing tendency for producers to 
aid and even to supervise the flow of their goods right down to 
the consumer makes the distinction between the two an unessential 
one for the economist. It would be well, however, to recognise 
the need for standardised terminology in this.connection. 

The book includes chapters on the distribution of farm 
products (applicable in the main to American conditions only), of 
raw materials and of manufactured goods, with full discussions 
of the problems involved. Finance, risk, market news, standard- 
isation, co-operation, all find a place; and the chapters on the 
elimination of middle-men and on price maintenance are specially 
commendable. 

Equally so is the absence of long discourses on what is known 
as salesmanship and on unscientific mass psychology which often 
spoil much that is otherwise good in works of this kind. Through- 
out there is emphasis on the need for the study of the social 
significance of marketing; and the concluding chapters devoted 
to the elements of marketing efficiency, the cost of marketing and 
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criticism of the wastes of competitive selling are useful con- 
tributions on topics of interest to the social student as well as to 
the business man and the economist. 

The general conclusion of the book is eminently sensible. 
“ So expensive a part of our industrial mechanism as the marketing 


machinery ... is an intricate and delicate mechanism, and 
change should develop only from investigation and experience.” 
J. G. Smrru 


The Finance of Foreign Trade: a practical guide to the operations of 
Banker and Merchant. By Witu1aAmMF.Spaupine. (London: 
Sir Isaac Pitman and Sons, Ltd. 1926. Pp. xi +179. 
7s. 6d. net.) 


Mr. SPALDING quotes in the introduction to this volume the 
remark of an importer, ‘‘ Why don’t some of you bankers put 
your cards on the table and write a book that will give us 
information on the procedure to be followed to get our trade 
financed?” This book is the author’s answer to such queries, 
and the point of view adopted is to assist merchants and shippers 
in their work. The earlier chapters deal with the various kinds 
of credit employed, the differences between them, and the way in 
which they are operated; attention is given both to the export 
and to the import trade from the standpoint of London and to 
the difficulties of financing in foreign currencies. Chapter VII 
marks the change over from general discussion to the consideration 
of how trade in particular commodities such as South Wales coal 
is actually financed, and of how the trade with particular areas is 
dealt with by bankers. Among the regions chosen are Morocco, 
British West Africa, Central and South America, British India and 
China. The book closes with chapters upon loans and advances, 
credit information, and the British export credits scheme. 

This is undoubtedly a useful and well-written introduction to 
the practice of the financing of overseas trade; much of its detail 
comes from the wide and notable experience of actual trade 
transactions which its author has enjoyed. Further, Mr. Spalding 
is writing, as he clearly states, for the advice of business men. 
The book is not, therefore, to be regarded as a systematic account 
of how British foreign trade is actually financed, nor does it give 
an adequate account of the relations between credit organisations 
and traders to those who may desire to judge if these are effective 
and satisfactory in furthering the interests of British trade. 
Within its own limits, however, it is a desirable contribution to the 
somewhat sparse literature of an important subject. 

R. B. FoRRESTER 
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Railways versus Roads. By E.H.DAvENpPortT. (London General 
Press. Pp. 24. 1s.) 


THE rapid development of mechanical road transport has 
brought the problem of road and rail co-ordination to the fore. 
In the past there was a more or less clear demarcation between the 
two methods of transport, but at the present time the sphere of the 
road motor cannot be determined with exactitude owing to the 
gradual improvements which are taking place from year to year. 
Everyone would agree, no doubt, that unnecessary overlapping is 
wasteful and that a scheme of co-ordination which would provide 
for the “ rationalisation ”’ of transport has much to recommend it. 
The difficulty is to find a scheme which would secure the advan- 
tages of co-operation without checking the legitimate develop- 
ment of the new method and without hurting the interests of the 
consumer. 

Mr. Davenport envisages the problem from the point of view 
of the railway stockholder, though it is only fair to mention that 
he does not altogether neglect the wider interests involved. He 
sees the solution of the problem in the railways going out on to the 
roads and providing services in connection with their rail facilities. 
He rightly points out that road and rail are partly comple- 
mentary, and he admits that motor transport must have created 
a good deal of the traffic now carried on the roads. The railways 
have gained indirectly by the opening up of the country and 
directly by the carriage of road metal, asphalt, petrol, motor 
materials, etc. Whether or not this has been sufficient to 
counterbalance traffic lost to road competitors is open to argu- 
ment. Mr. Davenport considers that so far it has, though he is 
more doubtful if this state of affairs will continue. The railways, 
he holds, must join in the forward movement or-lose their leader- 
ship of the transport industry, and for this it is necessary that 
they should have powers to operate road motors. He admits 
that provisions would have to be made to guard against district 
monopolies, which would never be tolerated by the public. The 
railways should be prepared to carry local passenger traffic by 
road services, and buses should be used to link the market-places 
of towns with the main line stations. Combined rail and road 
tickets should be an advertised attraction. For goods traffic he 
suggests that transhipment depots could be eliminated in many 
cases by substituting road services between country stations and 
central depots. If adopted on a more general scale this would 
undoubtedly enable the railways to secure important operating 
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economies and to speed up traffic. Mr. Davenport goes on to 
approve of the suggestion that in certain cases motor lorries could 
themselves be entrained so as to avoid transference of their 
contents during the journey. This, however, seems an unneces- 
sary duplication of power units. Why not use containers or 
demountable bodies ? 

In the concluding sections of his pamphlet the author considers 
the question of highway rates and offers suggestions for their 
apportionment between ratepayer and road user. He does not 
think that the railways are unfairly treated in the matter of 
highway rates. 

Mr. Davenport has written a useful pamphlet which should be 
read by all interested in the road and rail problem. 


K. G. FENELON 
Edinburgh University. 


Les chemins de fer en Belgique. Par Grorces DE LEENER. 
(Bruxelles : Maurice Lamertin, editeur. 1927. Pp. 249.) 


QuiITE one of the features of post-war reorganisation in belli- 
gerent countries has been the change in status of certain of the 
world’s chief railway systems. Professor G. de Leener takes as 
his subject the past history of the Belgian railways, the constitu- 
tion of the new Société nationale des chemins de fer Belges, and 
its prospects for the future, but the entirely unexpected change 
brought about in the summer of 1926 by the Belgian decision to 
commercialise the operation of the State-owned system forms the 
major topic of the book. 

His broad historical thesis would appear to be a specialised 
proof of the generalisation long ago put forward by the German 
writer Gustav Cohn, that “the advantages and drawbacks of 
every possible system may have been never so impartially dis- 
cussed, yet in the end the traditions and the difficulties, the 
existing political and economic conditions of each country, have 
had the last word.” Herein it is demonstrated that ‘‘ the whole 
history of Belgian railways shows the adaptation of their operation 
to the circumstances and exigencies of the moment” (p. 199). 
In 1834 it was not abstract economic theory but largely the fear 
of Orangist capital control and the practical need of cheap rates in 
competition with three neighbouring maritime nations for German 
trade which led the infant State to reserve railway construction 
and operation to itself. Ten years later the growth of native 
capital had removed the chief danger and, moreover, the main 
trunk lines of the period, from which it was intended that others 
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might radiate, had already been constructed. Hence, until 
about 1870 the extension of the system was abandoned to numerous 
private companies. In 1873 there began a period of State repur- 
chase, again from fear of foreign control, this time from France 
and Germany. In 1926 the necessity of mobilising the national 
assets to stabilise the precarious position of the Belgian franc, 
threatened by a huge floating debt of maturing Treasury Bonds, 
brought about the transfer of operation (but not ownership) to 
the new Société. 

However, Professor de Leener is concerned chiefly with the 
technical constitution and problems of the new régime. Students 
of transport questions will welcome the opportunity of obtaining 
his authoritative short history and description of this important 
experiment. Whilst the urgency of using national assets as a 
basis for national credit and stability is the main prop on which he 
builds his not unqualified support of the change, the harrowing 
description of the particular evils of State operation in Belgium 
and the difficulties attendant on all efforts to obtain some measure 
of commercialisation at least add to his conviction. The Société 
nationale is referred to in Article 13 of the 1926 law as an 
“autonomous industrial enterprise’ (entreprise industrielle 
autonome), but to the foreigner, among other things, the fact that 
the State has at least 80 per cent. of the voting strength in the 
extremely powerless general meeting of shareholders (assemblée 
générale), that the majority of the directorate (conseil d’adminis- 
tration) is nominated and dismissed by the Government, and that 
the Government may always require reductions of rates or forbid 
increases seems to indicate some degree of elasticity in the normal 
use of words, as our author is prepared to admit (p. 212). In 
this respect his critical analysis of its constitution inevitably 
leads to the conclusion that everything depends on mutual 
co-operation by the directorate, the Government and Parliament 
to ‘“‘ prevent the vices of the system being translated into facts ”’ 
(p. 213). Broadly speaking the floating debt has been forcibly 
consolidated into the preferred shares of the Société, on which the 
State pays a reduced fixed rate of interest. The net profits of 
operating the railway system on commercial lines are to be divided 
equally between the preference shareholders and the State, as 
holder of the ordinary shares. 

The prospect for the future is naturally the most topical 
and debatable part of the book. The financial success of the 
undertaking may be made or marred by the degree to which the 
State burdens the administration with unhappy interference 
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possible within its constitution. Hence to some extent the 
problems of the Société are constitutional as well as economic, 
and it is here that the English reader must rely entirely on the 
author’s native knowledge of Belgian customs, since written 
constitutions are extremely deceptive as a basis for gauging the 
future of new bodies, and we have had no long-standing experi- 
ence of practical effects to estimate the value of his criticism. 
Nevertheless few will not be persuaded of the wisdom of certain 
practical arguments for improvement in the hurried imperfect 
arrangements. Economically the future would seem even more 
obscure, due to the nibbling of the road motor at the higher class 
traffic (on account of the short distances) and to the very complete 
inland waterway system lying in wait to prevent the burden of 
fixed costs being thrown on the lower class, as well as to the 
traditional dependence of the country on cheap rates. Though 
cognisant of the many difficulties, Professor de Leener feels 
assured of success given the essential of co-operation. ~ 
C. D. CAMPBELL 
The University, 
Manchester. 


Urbanisation : Its Effects on Government and Society. By JOHN 
Girren THompson. (New York: Dalton and Company. 
Pp. 683. $6.) 


It is probable that no change has ever taken place in the lives 
of the mass of the people so swift and so fundamental as that 
implied by the substitution during the last century of town for 
country as a place of residence. We are familiar enough with 
attempts to assess the meaning of factory life for those who work 
under modern conditions. There has, on the other hand, been 
little study of urban conditions in their relation to problems of 
government and the wider problems of social life. In no country 
is such study needed more than in Great Britain, where urban- 
isation has gone furthest. Mr. Thompson has taken up this task 
and conducted a detailed and careful survey of the general 
influences of town life with particular attention to problems of 
government. His verdict is in the main favourable. This view 
stands in strong contrast to that dominant in the older civil- 
isations, when towns were regarded as the seed-beds of moral and 
physical decay in the individual and the centres of political 
corruption in the State. The experience of the war would seem 
to bear out Mr. Thompson’s conclusion. The town-bred youths 
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of Western Europe showed no signs of degeneration in that trial. 
But this is not the place to pursue these broad problems. Mr. 
Thompson is not specially interested in the economic problems of 
towns. Here lies a rich field for research. Next to nothing is 
known of the relation between cost of administration and size of 
town in this country. Almost certainly there is such a relation. 
On the one hand there must be an optimum size of town, and 
on the other hand there is no reason to suppose that the growth 
of towns stops at that point. Town-planning is the first step in 
the control of the distribution of population; further steps are 
contemplated, but there is nothing to guide those who plan 
satellite towns as to the size at which they should aim. 
A. M. Carr-SaAuNDERS 


The Bread of our Forefathers. By Sm Wru1tam AsHLEy. 
(Oxford: Clarendon Press. Pp. xii + 206. 12s. 6d.) 


WuEN English people talk of bread, they mean bread made of 
wheat. It is only under the stress of a Great War that they can 
be induced to eat bread containing a mixture of other grains. 
This was already true by the beginning of the nineteenth century : 
schemes for the “ dilution”’ of bread were no less unpopular 
during the Napoleonic wars than they have been in our own 
generation. There has, indeed, been a tendency to assume that 
English bread has always been made from wheat, and that, in 
attempting to measure historical changes in the cost of living and 
the standard of welfare, wheat may be taken to be the representa- 
tive bread-corn, just as barley is taken to be the representative 
drink-corn. Rye, the main bread-corn of Northern Europe, has 
been almost ignored as a factor in English economic history ; 
and this has not been merely an oversight. Thorold Rogers, 
indeed, expressly and repeatedly denied that rye was ever import- 
ant as a bread-corn in this country. “ From the earliest times ”’ 
(he wrote) “‘ wheat has been the principal grain on which the 
English have lived. . . . Rye was more scantily cultivated than 
any of the cereals . . . it almost disappears as a grain crop in 
southern and central England at or about the middle of the 
fifteenth century.” 1 Yet, whatever happened in the southern 
and central counties, there is abundant evidence that a con- 
siderable amount of rye was grown in England as late as the 
eighteenth century, and that “‘ the bread of our forefathers ” was 


1 Six Centuries of Work and Wages, pp. 59-60. Cf. the passages in his 
Agriculture and Prices, quoted by Ashley, p. 86. 
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largely composed of this coarser grain. The monks, it is true, 
seem to have preferred wheaten bread from a very early date; 
but it is doubtful whether the monks should be regarded as among 
our forefathers. 

The most important rye-growing region of England in the 
sixteenth and seventeenth centuries was in the eastern counties, 
especially Norfolk. Nowadays it is from the eastern counties 
that we derive more than half our home-grown supplies of wheat ; 
and (wrote Sir William Ashley) “ a large part of our problem is 
precisely this: when and how did Norfolk and the eastern 
counties . . . convert their rye-fields into wheat-fields, or bring 
under wheat land never before tilled?’’ To this problem Sir 
William Ashley applied the varied learning of a lifetime. The 
results of his researches into agricultural history, prepared for 
delivery as the Ford Lectures of 1923, now appear in his last 
book, which was completed only a few weeks before his death. 
The book bears eloquent testimony to the depth -of Ashley’s 
learning and the width of his interests; the range of authorities 
drawn upon, and the ease with which the centuries are traversed, 
alike reflect a mastery of general historical scholarship which is 
becoming ever rarer in these days of specialism. Pamphlets, 
letters, corn certificates, quarter sessions records, pipe rolls, 
field names, theological treatises, manorial extents, Saxon land 
charters, Shakespearian quotations, and even familiar nursery 
rhymes, are all used to throw light on the main question. 

Some of Sir William Ashley’s general conclusions may be 
conveniently stated in his own words (pp. 132-3): ‘‘ Firstly, that 
a complete transition to a wheat bread diet on the part of the 
mass of the people was only effected during the eighteenth century ; 
secondly, that there is reason to believe that the cultivation of 
rye was relatively more extensive the farther back we go in 
time; thirdly, that during the Middle Ages rye was cultivated 
to some extent in almost all the arable districts, and that in some 
it preponderated over wheat; and, fourthly, that throughout the 
Middle Ages it was a very important element in the rural life of 
the country, in the food of the people, and in the policy of the 
Government.” 

Thorold Rogers’ under-estimate of the importance of rye is 
explained as arising from the nature of the evidence he used. 
The bailiffs’ accounts, on which Rogers relied, refer directly only 
to the seigneurial demesnes, which constituted at most one-third 
or possibly two-fifths of the tilled soil of the country. Actually 


Rogers’ evidence referred to a much smaller proportion of the 
No. 151.—voL, XXXvVIII. HH 
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arable land than that; “for it is derived almost, if not quite, 
exclusively from manors belonging to considerable corporations, 
such as colleges and cathedral chapters, or belonging to con- 
siderable personages, such as the king or the great nobles.” 
Even in the Middle Ages the bread-corn of these privileged classes 
was admittedly wheat; and it is therefore natural to find wheat 
predominating in the cultivation of the demesnes. Not only 
nobles and monks, but also the merchants and well-to-do crafts- 
men in the great towns were already, by the middle of the thir- 
teenth century, beginning to demand wheaten bread; and 
accordingly, the predominance of wheat even in that portion of 
the produce sold by the bailiff in the open market does not prove 
that wheat was cultivated in anything like the same proportion 
over the country as a whole. This exposure of Thorold Rogers’ 
fallacy is not, indeed, entirely new. Denton, Steffen, Savine, 
Seebohm and Cunningham have all (from one aspect or another) 
attacked the basis of Rogers’ calculations. Ashley does not 
merely demolish Rogers, but builds up a consistent contrary 
doctrine by dovetailing detached pieces of evidence from the 
most diverse sources. 

The more difficult questions remain for discussion: when was 
the cultivation of rye introduced into England? what determined 
its geographical distribution over the country? and why did the 
English swing over so completely from rye to wheat during the 
eighteenth century, although some other European peoples have 
remained rye-eaters until the twentieth century? To these 
questions Ashley could return only conjectural answers for lack 
of evidence; but his conjectures are of great interest and import- 
ance. He imagined the cultivation of wheat and rye spreading 
westwards across Europe from the Near East in two great move- 
ments—‘‘ the southern one, that of wheat, making its way round 
the southern shores of the Mediterranean and then around what 
are now Spain and France; and the more northern movement 
(that of rye) considerably later, proceeding along the central 
plain of Eastern and Middle Europe.” Building on this hypothesis, 
Ashley hazarded the conclusion that the large-scale cultivation of 
wheat was introduced into Britain by the Romans, and that rye 
came in with the English invaders several centuries later. 

The geographical distribution of rye in England during early 
modern times seems to have depended mainly on soil conditions. 
Rye could be grown on light sandy soils which were useless for 
the cultivation of wheat in the agrarian circumstances of the 
period. In two striking maps Sir William Ashley shows that the 
main rye-growing areas of the country (according to the corn 
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certificates of the sixteenth and earlier seventeenth centuries) 
? corresponded almost exactly with the areas of sandy soil men- 
i tioned in the reports submitted to the old Board of Agriculture 
round about the beginning of the nineteenth century. What, 
then, determined the transition from rye to wheat in England, 
as distinct from the other countries of Northern Europe? The 
P transition followed the distinctive development of agrarian 
organisation in England. Wheat was always better liked than 

rye by most people, and would be grown in preference to rye 

wherever possible. On the sandy soils of eastern England wheat 
could not be grown without considerable expenditure on marling 
or some equivalent method of enriching the soil. There was not 
much possibility of this expensive improvement of the soil being 
undertaken, except on the demesnes, so long as the old open-field 
system persisted and the small copyholders and “‘ sturdy yeomen ”’ 
survived. But with the appearance of the improving landlords 
and substantial tenant farmers of the eighteenth century, marling 
and liming became more general, and rye was rapidly displaced 
by wheat; whereas “‘ a country like Germany . . . continues to 
be in the main a rye-growing and rye-eating land because it 
continues to be a country of peasant proprietors.” 

Elaborated with the skill of a master craftsman, a simple 
question concerning the bread-corn of our ancestors is thus 
shown to be “intimately bound up with some of the most 
fundamental problems of our economic and social history.” 
Sir William Ashley’s book is not only a fitting memorial to his 
scholarship; it is also a notable bequest to his countrymen. 

A. REDFORD 


[Errors and doubtful points :—(1) p. vii, 1. 25: ‘‘ Faster Tran- 
sition from Wheat to Rye”: transpose ‘‘ wheat’ and “ rye.” 
(2) p. 2, Il. 2-5: Miss Dorothy Marshali and the Webbs have 
recently shown that the allowance system in the administration 
of poor relief was in use at least a century before the ‘‘ Speenham- 
land ”’ decision of 1795. (3) p.3,1.2: for‘ barley ” read “ rye ”’ ? 
Sense not clear. (4) p. 9, bottom: change from words to figures 
in prices should be corrected. (5) p. 95, middle: ‘‘ Bread of 
cocket or clere matin” requires some explanation. (6) pp. 97 
and 103: Note 11 seems incomplete and obscure. (7) p. 119, 
note ‘‘s”: Eden’s History of the Poor: for History read State. 
(8) p. 153, ll. 1-4: reference made to papers by Mr. Salter and 
Mr. and Mrs. Webb might be more explicit. (9) p. 159, middle : 
for “the Near Levant” read either ‘“‘ the Levant” or “ the 


Near East.’’} 
HH2 
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Economic History of Europe to the End of the Middle Ages. By 
M. M. Knieut. (Allen and Unwin. Pp. xi-+ 260. 12s.) 


Dr. Knicut is a strong believer in the continuity of economic 
history; and the thread of continuity, round which his historical 
pattern is woven, is to be found in the development of commerce. 
Scholars of an older generation were accustomed to trace the 
evolution of economic organisation from the hunting stage to 
the pastoral stage, from pastoralism to settled agriculture, from 
an agricultural to an industrial phase, and so to the later glories 
of modern industrialism and a world-wide commerce. Dr. 
Knight leaves all such “ economic stages” to the sociologist. 
For himself, he is concerned with economic history not in its 
sociological but in its ‘‘ business ”’ aspect; and commerce, as he 
makes abundantly clear, was the mainspring of business life in 
ancient and medieval times, whatever may be the position now- 
adays. Giry’s generalisation, “‘ Commerce dominated industry in 
the Middle Ages,” recurs again and again in Dr. Knight’s pages, 
and may almost be regarded as his central theme. 

Conveniently enough, the book begins with an account of 
economic life in the ancient Near East round about the year 
2000 B.c. From that point the author’s main task is to trace 
the westward expansion of commerce and civilisation, from what 
he calls the “ triangle” of early civilisation (Egypt, Babylon, 
the Aigean) to Phoenicia and Greece, from Greece to Italy, from 
Italy to the Atlantic seaboard. He gives an illuminating bird’s- 
eye view of the progress of Western civilisation (p. 87) :—‘‘ The 
great days of the Phoenicians and Greeks had come during a sort 
of twilight of empire, after the decline of old Egypt and Babylon, 
and before the newer type of great state, which led from Persia 
through the Hellenistic period following Alexander and culmin- 
ated in Rome, had found its stride. Likewise, after that imposing 
fabric of empire had been withdrawn from the heart of Europe to 
its native Near East, a new heyday of the commercial city-state 
arrived. This time the chain of trading towns (with such manu- 
facturing industry as their commerce positively dictated) spread 
from the Mediterranean over the passes and along the waterways 
into the very corners of Northern Europe.” From the economic 
point of view the real distinction in medieval Europe (p. 90) was 
not between such shadowy units as France and Germany (and 
England?) but “ between Northern and Southern Europe—the 
one near and the other far from Constantinople and the Saracens ” 
(the centres of civilisation and science). 
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It follows that England, far from being made the centre of 
medieval economic history, should be treated as a relatively 
backward region on the outermost fringe of civilisation. Indeed, 
the author’s preface suggests that his original stimulus to the 
compilation of the book came from his conviction that England 
has occupied too prominent a place in American text-books of 
medieval economic history. There can be no doubt that Dr. 
Knight is substantially just in this estimate of the comparative 
unimportance of medizval England, and in his conviction that 
“ the life of the British Isles is far from a full sample, or even a 
particularly representative one,” of the history of European 
development. Not that he neglects English economic history ; 
on the contrary, his treatment of English development is no less 
adequate than his account of the Italian city-states, which are 
the central feature of medieval history to him. In the same way, 
while commerce (with industry as her handmaid) is the central 
theme of the book, yet agriculture receives no less substantial 
treatment; some readers may even consider Chapter V (on 
“The Manor ”’) to be the most thoughtful and learned part of 
the book, in spite of the many disputable statements which it 
contains. 

It goes without saying that there are likely to be a great 
many disputable statements, and even flagrant errors, in a book 
which covers the history of nearly 4000 years of Western civil- 
isation in 250 pages. Some of the difficulties may arise either 
from differences of language or from the reviewer’s ignorance. 
What, for instance, is ‘‘emmer,” which is described (p. 12) as 
growing wild along with wheat in the Near East? Is it what 
English people would call “spelt”? And were there really 
“ reindeer ” in ancient Egypt (p. 21)? And is “ corvée ” properly 
described (p. 50) as “‘ a Greek term for an Oriental institution ” ? 
Other difficulties arise from an occasional looseness of statement 
which may amount to actual obscurity of meaning. Thus the 
population of France is said to have “ practically quadrupled ”’ 
between the ninth and the sixteenth centuries, and this is 
described as a “‘ four hundred per cent. increase’ (p. 184). A 
similar obscurity attaches to the frequent references to ancient 
and medieval coins in terms of modern currencies: as when the 
ancient Athenian drachma is described (p. 32) as “ roughly 
equivalent to the modern france, lira, krone or drachma.” Some- 
times Dr. Knight’s knowledge of European topography seems 
inadequate, as in his statements about open-field tillage on p. 181 : 
‘‘ Open-field tillage only partially decayed before the nineteenth 
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century. Half the English county of Cumberland was still 
unenclosed in 1794. Open-field methods were very common in 
northern France up to the Revolution.” Here it may be pre- 
sumed that Dr. Knight would not have used Cumberland as his 
example if he had realised what a large portion of that county 
consists of mountains and lakes. 

In general, Dr. Knight’s tendency is to view medieval life in 
a more favourable light than would most economic historians. 
For the times and conditions of the Middle Ages he considers 
(p. 179) that ‘‘ the open-field manor was about as efficient an 
agricultural unit as could have been found.” He denies the 
restrictive effect of gild regulations in general terms (pp. 224- 
5) :—‘‘In spite of exceptions, it is safe to say that when the 
medizval economic system was at its height, entrance into the 
various craft gilds was restricted by little except the merits of 
the candidates. ... There was no class distinction between 
master and journeyman at the height of the Middle Ages.” 
Such statements may not be actually incorrect, but they are 
likely to be very misleading. A minor defect of the book con- 
sists in the inadequacy of the index and the illustrations. The 
maps are few and poor; incidentally it may be noted that Ham- 
burg has changed places with Liibeck in the map on p. 203. 

Professor Allyn A. Young, in his editorial introduction to the 
book, makes a proud claim on its behalf :—“‘ Better than any 
other book in the English language ”’ (he writes) “‘ it answers the 
particular questions about ancient and medieval history that 
are most important for the student of the economic problems of 
the present day. . . . For the student of economics the present 
volume is the best introduction he can find anywhere to the 
problems of economic history.’ This is perhaps a little too good 
to be true, and may cause the book to be approached in a hyper- 
critical spirit; but Dr. Knight’s book is certainly, in spite of its 
defects, a scrupulous and conscientious piece of work which may 
be recommended both to the academic student and to the general 
reader. 





A. REDFORD 


General Economic History. By Max WeseEr. (Translated by 
Frank H. Knicut, Ph.D.) (London: George Allen and 
Unwin. 1927. Pp. xviii+ 401. 12s.) 


Max WEBER (1864-1922) belongs to the German school of 
historical sociologists and ranks with Werner Sombart as a 
leading exponent of the historical development of social life. 
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Originally, Weber studied law at Heidelberg, Strassburg, Berlin 
and Gottingen, and afterwards lectured on Roman and German 
law. In 1894 he was appointed Professor of Political Economy at 
Freiburg, whence, three years later, he transferred to Heidelberg. 

Always Weber was at pains to keep uppermost the sociological 
aspects of his studies and not to become primarily an historian. 
Hence his initial reluctance to undertake a course of lectures 
upon economic history. His consent once given, however, he 
did his task exceedingly well, and the lectures delivered in the 
winter of 1919-20, under the title ‘‘ Outlines of Universal Social 
and Economic History,” have since been cast into book form. 
The plan is—Primitive Agricultural Organisation and Property 
Systems; The Pre-capitalistic Age: (a) Industry and Mining, 
(6) Commerce and Exchange; The Origin of Modern Capitalism. 
This is an enormous sweep; and Dr. Knight, the able translator, 
anticipates a possible criticism when he urges that ‘“ notably in 
the sections dealing with medieval institutions,” historical 
exactness is impossible within the limits of the work, and less 
important than broad interpretative insight. 

A comparative treatment of economic life and institutions in 
Oriental, as well as Occidental, countries is attempted. Develop- 
ments in Germany, England, France and Italy are set closely 
beside those in India and China so that the significance of simi- 
larities and contrasts can scarcely be missed. Moreover, one’s 
interest is intensified by the fact that Weber’s interpretations are 
those of a scholar whose knowledge was universal in scope; an 
eminent specialist, not in economic history, but in a closely 
connected field of study. 

The first chapter contains an explanation of the influence of 
the peculiarities of the ancient German plough upon the shape 
of the strips of land; and of the ploughing capacity of an ox 
upon their size. The predominance of the three-field system is 
traced at least as far back as the eighth century a.p., but, like 
the Markgenossenschaft, its beginnings are lost in obscurity. 
There was, of course, nothing approaching uniformity in the 
German countries, much less in Europe as a whole. On all sides 
German rural organisation came into contact with other forms, 
Alpine husbandry, the Slav system and the remains of the Roman 
method of land distribution. Mixed systems resulted in many 
instances. Having surveyed Oriental systems, Weber concludes, 
against De Laveleye’s thesis, that husbandry was not originally 
communal, “In reality, nothing definite can be said in general 
terms about the economic*life of primitive man.” Primitive 
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forms of property appropriation were equally diverse, being 
determined not by economic influences alone, but by religious, 
magical and military motives also. One source of seigniorial 
claims was military leadership: another was the profession of 
magic. “In many cases the chieftain developed, not out of a 
military leader, but out of a rain-maker,” and an alliance of 
prince with priest could hardly fail to bring profit, especially 
when coupled with a monopoly of trade. 

In Chapter VI, on the capitalistic development of the Manor, 
the plantation systems in the Ancient World and the New World 
are compared. The broad similarities are striking. Romans 
and Americans alike found that “ slavery is profitable only when 
handled with the most rigid discipline associated with ruthless 
exploitation,” and both encountered the tantalising difficulty of 
sustaining the supply of slaves. The Romans, pursuing their 
general policy of stimulating marriage and the birth of children, 
promised freedom to the slave-mother after the third birth. 
But, says Weber, in vain, because no life except prostitution 
awaited the freed woman. The Americans also tried to breed 
slaves, and it was possible to distinguish negro-breeding States 
from negro-consuming States. All this Weber makes clear, but 
he seems to go too far when he states rather categorically that 
the slave economy would have been transformed into a share 
tenant system without the War of Secession, and that the mis- 
management of the victorious Northerners resulted in a universal 
exclusion of negroes from the suffrage and the establishment of a 
strong caste distinction between blacks and whites. 

Of the guilds Weber writes mainly in terms of struggle. In 
their endeavours to secure for their members “a substantial 
burgherly prosperity ” the guilds engaged in strenuous contests 
with consumers, municipal authorities, merchants, monasteries, 
rural craftsmen, urban journeymen and rival guilds. The bases 
of Weber’s criticism of the so-called manorial law theory of guild 
development held by Schmoller and others, and the comparative 
nature of the treatment, make Chapters IX-—XI worth careful 
attention. 

The stages in the approach of capitalism are marked in various 
parts of the two hemispheres. In Eastern countries the rise of 
the domestic system was delayed by forces non-existent in Europe. 
In the East generally, the bazaar system, with craftsmen working 
not at home but, so to speak, beside the market, presented an 
obstacle: in China the obstruction was clan industry: in India, 
the caste system: in both countries, “‘ magical traditionalism ”’ 
and the presence of unfree workers. The dominance of magic 














sing 
US, 
rial 
. of 
f a 
» of 
lly 


or, 
rid 
uns 
Jen 
ess 


eir 


[In 
al 
ts 
8, 
eS 
ld 
re 
al 








1928] BEMIS: JAY’S PREAPY 465 





outside Christianity’s sphere of influence is assessed by Weber 
as ‘‘ one of the most serious obstructions to the rationalisation of 
economic life,’ because of its tendency to stereotype technology 
and economic relations. 

The treatment of commerce and exchange in the pre-capital- 
istic period seems to be somewhat slighter than other parts of the 
book. Chapter XVIII disappointingly devotes barely six pages 
to mercantile guilds in Europe and the East. The inevitable 
emergence of exact accounting methods at the advent of capitalism 
is a topic seldom touched by other writers. Weber frequently 
refers to it. Early book-keeping is discussed (Chapter XVII), 
but there is only the merest mention of Italian double-entry, and 
I was surprised at the absence of a reference to Fra Lucas 
Pacioli’s treatise on this subject, published in Venice in 1494. 
Weber’s statement that “‘ the device of the balance was first 
insisted upon by the Dutch theorist Simon Steven in the year 
1698 ” is clearly incorrect, for Pacioli devotes three~chapters to 
balancing the books, which, he says, “‘ is extremely necessary to 
the good merchant; otherwise . . . you will have to feel your 
way forward like a blind person, and much loss can arise there- 
from; therefore with deep study and care make efforts above all 
to be a good accountant.” 

The final chapter contains a summary of Weber’s famous 
discussion of religion in relation to economic ethics and the 
coming of capitalism. All his work on the sociology of religions 
(among which the celebrated essay on Die Protestantische Lthik 
und der Geist des Kapitalismus stands out) is, by common consent, 
excellent, but, as Mr. Tawney has shown in Religion and the Rise 
of Capitalism (pp. 319-21), it is not completely beyond criticism. 

The expression of a natural wish that Weber had actually 
written this book with his own hand must not be construed as 
ingratitude to the editors and students who, with commendable 
enterprise, took pains to pass on so much important and scholarly 
work to those who had not the privilege of hearing the lectures. 


ALFRED PLUMMER 
Ruskin College, Oxford. 


SamMuEL Friaca Bemis, Ph.D.: (1) Jay’s Treaty: a study in 
Commerce and Diplomacy. (The Macmillan Co., New York, 
1923. Pp. xiv + 388.) (2) Pinckney’s Treaty: a study 
of America’s advantage from Europe’s distress, 1783-1800. 
(The Johns Hopkins Press, Baltimore, 1926. Pp. xii -+ 421.) 


Tue author presents the first of these two studies as Professor 
of History, Whitman College, the second as Professor of History, 
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George Washington University. The first won a prize of $3000 
from the Knights of Columbus; the second constituted the 
Albert Shaw Lectures in Diplomatic History, 1926. Amply 
documented and well-indexed, they clearly take rank with 
Webster’s Castlereagh and Temperley’s Canning. The economics, 
indeed, are incidental to the diplomacy, but a careful perusal 
yields indispensable economic knowledge concerning that war- 
torn age, the late eighteenth century. The two books cover 
roughly the same period, 1783 to 1800; John Jay and the 
Nootka Sound controversy of 1790 appear in both. We deal 
with the later published book first, because its roots go further 
back. 

Pinckney’s Treaty is the name of the Treaty which was signed 
in Spain between Spain and the U.S.A. on October 27, 1795. 
Thomas Pinckney of South Carolina, the American Minister in 
London since 1791, negotiated it with Godoy, the chief Minister 
of Spain. It was the rich fruit of effort begun in 1779, when 
Spain joined France in support of America against England. By 
it America gained all she then sought, as well as the reversion to 
everything concealed in the future : a boundary line as far south 
as the Floridas, which Spain had conquered from England 
during the American War; an acceptance of the principles of 
the armed neutrality (free ships make free goods, etc.); and, 
above all, the free navigation of the Mississippi to the sea, 
together with depot rights at New Orleans which made the 
freedom of navigation commercially effective. America gained 
so much for two reasons. First, she was on the spot, and the 
young American Government was forced by her own settlers, 
“the men of the Western waters,” already astride the Mississippi, 
to claim what they were occupying. Secondly, Spain was 
immersed in the revolutionary upheaval in Europe, and she 
hoped vaguely to save South America by yielding in the north. 
She was now the enemy and now the ally of England, in both 
cases to her colonial ruin. America, by “ Patience and Per- 
suasion,” used the troubles of Europe to lay the foundations of 
her continental expansion at the expense of Spain and France. 
For Spain in 1800 ceded Louisiana to France—that same great 
Louisiana which Louis XV had ceded to his cousin of Spain in 
1762, and in 1803 America purchased it from France, just as, a 
little later, she purchased the Floridas from Spain. One is 
impressed by the inevitableness of it all; and the author seems 
to us unsound in his occasional purple patches (or is it that the 
Knights of Columbus demanded value for their money?). Thus 
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he writes, if Great Britain had retained the Floridas in 1783, 
“it is likely .. . that American territory would never have 
crossed the Mississippi ” (p. 47). Again, America, to assure her 
right of depot, negotiated the purchase of New Orleans. But for 
this she might not have gone on to buy Louisiana: “What then 
would have been the destiny of that great region? A second 
Canada?” (p. 353). Most assuredly not. The men of the 
Western waters would have decided that, with no French Quebec 
and no United Empire Loyalists to say them nay. 

Throughout the author exhibits the richness of the docu- 
ments in the American and Spanish archives. English economists 
will note the account of the trading activities of William Panton 
& Co. of England with the North American Indians in Spanish 

~ territory (pp. 66-8); and there is a concise appendix dealing 
with the loans and subsidies made by Spain to the U.S.A. during 
the War of Independence. America repaid the loans in full by 
August 1793. There are also interesting references to the trade 
relations between Spain and America; and Spain’s jealous guard 
over her colonial monopoly, as evidenced here, may be profitably 
supplemented by the account in Webster’s Castlereagh of England’s 
entry into South American markets, when the colonies of Spain 
revolted. But America in 1795 was more concerned with an 
outlet to the sea and thus to Europe. Freedom to trade with 
Europe, without entanglement in European alliances, was the 
guiding principle of Washington and Monroe, and indubitably 
sound. But in an age of war the country of Adam Smith and 
Nelson stood in the way of this freedom. 

Jay’s Treaty was concluded in London on November 14, 
1794, between John Jay, Chief Justice of the U.S.A., and William 
Wyndham, Baron Grenville, Pitt’s Secretary of State for Foreign 
Affairs. Ratifications were exchanged on October 28, 1795. 
America was confirmed in her land frontier to the north (of the 
possibilities of Canada British statesmen had then no gleam), 
and in return for British evacuation of the frontier posts (Art. VI.) 
she accepted a Commission for the indemnification of British 
creditors who had suffered trade losses during the War of Inde- 
pendence. The issue had been in dispute since 1783, but Jay’s 
Treaty supplied the machinery for the settlement eventually 
reached under the Convention of 1802. Great Britain finally 
paid America $3 millions, because the debts due to England 
($2-8 m.) were less by that amount than the compensation 
awarded in London to America on account of naval seizures. 
The details of the settlement are given in Appendices IV and V. 
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The text of the Treaty is given in Appendix VI. The trade 
provisions, and those relating to international law at sea, which 
upheld the British standpoint in its entirety, were to last only 
twelve years. Article XII., covering the West India trade, was 
so unsatisfactory that it was rejected by the American Senate 
(Great Britain accepting the treaty as thus amended); and this 
is not surprising, seeing that, in return for the poor privilege of 
engaging in the direct trade to West India with ships of not 
more than seventy tons burthen, America agreed not to carry 
sugar, coffee, cocoa, or cotton, either from the islands or from her 
own mainland, to any part of the world. So keen was the 
American Government for a treaty of some sort, so little was the 
Cotton Kingdom foreseen in 1794. Professor Bemis ends his 
book: ‘‘More aptly the treaty might be called Hamilton’s 
treaty.” Now Alexander Hamilton’s policy was dictated not 
only by his personal friendship with Great Britain (which seems 
to be a sore point with the author), but also by his conviction 
that continued peace with England and a commercial treaty, as 
an aid thereto, were essential to the new Union. “The power of 
the Federal Government to hold the Union together under the 
Constitution depended on the financial system which Hamilton 
had created. The elixir of national credit which energised the 
Government depended . . . almost wholly on imports, which a 
war or even commercial hostility with Great Britain would have 
destroyed’ (p. 270). Chapter II, ‘‘ Anglo-American Com- 
merce ’—an excellent chapter—proves this to the hilt. It 
shows how and why the mercantilism of Lord Sheffield prevailed 
over Pitt, the disciple of Adam Smith. In 1790 90 per cent. of 
America’s duty-paying imports came from Great Britain. That 
was decisive for Hamilton, who had to raise a federal revenue. 
The trade was also very important to Great Britain, being alto- 
gether an export of manufactures. The British Customs Records 
of this period have been‘ destroyed by fire, but Prof. Bemis has 
most cleverly filled the gap by searching Pitt’s papers and 
finding there a copy of the Customs Returns for 1788-1794. 
These show that the U.S.A. took one-twelfth of the exported 
manufactures of Great Britain in 1788 and in 1793-1794 nearly 
one-fifth. In 1794, out of £16 millions, the United States took 
34, the British West Indies 3} and Germany 1}. 

These two books add considerably to our knowledge of 
British trade policy in North America after 1783; they illustrate 
at every turn the interdependence of economics and politics; 
they enable the English reader to understand how much British 
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industry was indebted to the British navy. One can see too 
that from America’s point of view British action was high- 
handed, and that the war of 1812 was wrong only in that it was 


so long postponed. 
C. R. Fay 
Toronto University. 


The Cape Colour Question. By W. M. Macminian, (London: 
Faber and Gwyer. 21s. net.) 

A History of South Africa. By Eric A. Watxer. (London: 
Longmans & Co. 12s. 6d. net.) 


In the controversy over the Colour Bar Bill in South Africa 
two years ago, the opponents of that measure were nicknamed 
“The New Philip Party.” One of them, Professor Macmillan of 
Johannesburg, was at that time at work on the private papers of 
the Philip to whom reference was made; he has now worked the 
material obtained from them into a study, partly historical and 
partly analytical, of the relations of the white and coloured 
inhabitants of the old Cape Colony, in which Philip got the reputa- 
tion he still bears. Its publication should deter the advocates 
of Colour Bars from using Philip’s name as a term of abuse; 
certainly the native’s friends will not disdain the appellation. 

John Philip was an Independent minister, the self-educated 
son of an Aberdeen weaver, who was sent out by the London 
Missionary Society to supervise its African stations in 1819. A 
man of great force of character, he took an active part in the 
controversies of the colony, frequently in opposition to the 
Governor, and, once he had made himself the champion of the 
aboriginal inhabitants, usually in opposition to the farmers. In 
addition to the very considerable influence that he exercised 
directly, as Professor Macmillan is able to show, by personal 
advice and pressure, he secured the ear of the politically influential 
Anti-Slavery group in England, and was so able to influence the 
British Parliament over the heads of the local Government. 
Thus he came to be regarded as the type of political missionary, 
upholding purely sentimental claims of natives against the urgent 
needs of the white colonists who were building up the country, 
and invoking the interference from outside of distant Govern- 
ments even more ignorant than himself. The same description 
is applied by planters in Kenya and Rhodesia to-day to mis- 
sionaries who are trying to secure for the Bantu the same con- 
sideration and legal protection as Philip secured for the Hottentot. 
South African historians have accepted this popular view; 
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Professor Macmillan’s use of Philip’s letters and diaries makes it 
possible to check it. The result is to confirm the traditional view 
of Philip’s position in the long controversy over native rights, 
but to destroy the legend of his personality. He is shown to 
possess wisdom as well as force, as exercising consideration for 
the colonists as well as for the natives, as an opponent of autocracy 
and a pioneer of constitutional government as well as the advocate 
of equality before the law irrespective of colour; above all, as the 
first great advocate of the policy of “‘ possessory segregation ” 
(the reservation of areas, from which white land-owners are 
excluded, as a nursery for native life and a safeguard of native 
morale), on which General Hertzog’s Native Lands Bill is sup- 
posed to be founded. The numerous quotations that Professor 
Macmillan gives well show the quality of the man and the pene- 
tration of his judgment; for example, the references to the 
difficulty of missionary work and the limitations of missionaries 
on p. 236, the memorandum on the Settler problem on pp. 113-14, 
or any of his references to the farmer’s fondness for vagrancy 
laws (e.g. pp. 223-4). 

The Cape Colour Question is not, however, a biography or a 
narrative. At times it makes the reader appreciate the merits of 
the old-fashioned “ date and fact” history, in which topics are 
dealt with in their chronological order, and the historian’s com- 
ments clearly separated from his statements of fact. Professor 
Macmillan is much more interested in the colour problem of the 
twentieth century than he is in that of the early nineteenth 
century. He has done perhaps more than any other person in 
South Africa to reveal the actual conditions of poverty, among 
whites as well as natives, in that country, and his history is a 
further contribution to the study of that problem. “It is still 
commonly forgotten that low-grade labour -makes low-grade 
employers,” he remarks on p. 252; ‘‘ and in a country where, at 
best, economical and social conditions make the masters them- 
selves but poor and unprogressive, the constant disregard for the 
interests and improvement of the labourers has reacted disas- 
trously on the whites themselves.’ Philip was endeavouring to 
preach the same lesson a century ago. An extraordinary simi- 
larity, to both the problems and the outlook of Africa to-day, is 
revealed. Then, as now, farmers complained of shortage of 
labour, and accused the natives of idleness, because they did not 
flock to work at inadequate wages under servile conditions. 
Then, as now, the native’s need of land could not be satisfied, 
because the farmers’ land-hunger was insatiable, and because land 
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of his own made him less inclined to work for wages. Then, as 
now, the farmers sought the Government’s aid to coerce the 
unwilling native. ‘“ The attitude shown by the colonists . . . is 
instructive. One leading characteristic was a profound belief in 
the efficacy, and indeed in the necessity, of restrictions on people 
of colour. ‘ Passes,’ given or withheld by the ‘ master,’ to limit 
and control their freedom of movement, were perhaps the key- 
stone of the arch of the system. Measures for the betterment of 
the coloured races must always be kept in strict subordination to 
the supreme necessity for making their labour as cheap and plenti- 
ful as possible for work on the farms. There must also be pro- 
visions against ‘ vagrancy,’ and ‘ vagabondage,’ and ‘ apprentice ’ 
laws for the better ‘ control ’ of the children.” Philip summarised 
the attitude of his opponents in a sentence: ‘‘an excess of 
civilisation may spoil the Hottentots for the service of the Boers.”’ 
Elsewhere he summarised his policy for the Hottentots; it is in 
a note of a conversation with Huskisson, which throws light on 
both men: “‘ Tell me in a sentence what you want for the 
Hottentots?’ My reply was: ‘ I require nothing for the Hotten- 
tots but the power of bringing their labour to a fair market.’ 
‘That,’ he immediately added, ‘ is all you require. It includes 
everything else.’”’ The settler’s attitude and the native’s need 
are not very different in Africa to-day, wherever the settler 
controls the Government. 

In the Cape Colony, however, the farmers did not get their 
way with the natives; that was the chief cause of the trek. 
Philip’s influence with the British Government, through his 
Evangelical allies, was great. In succession the English Govern- 
ment imposed upon the colony a series of laws for the protection 
of slaves, the abolition of slavery, and an Ordinance that safe- 
guarded the coloured people from falling into the condition of 
serfs. Philip and his friends could not secure land for their 
protégés; but they did succeed in establishing their equality 
before the law, before full self-government was granted. The 
Cape Constitution contained no mention of Colour and no vestige 
of a Colour Bar. The importance of this precedent is the lesson 
Professor Macmillan wishes to bring home. “The Bantu are 
held to be a finer stock than the old Hottentots. Proportionately 
they outnumber the Europeans by little more than did Hottentots 
and other coloured races the Cape Colonists of a century ago. 
But by a slow and devious process the old Cape Colony raised 
even its despised Hottentots to become useful citizens, and, in the 
eyes of Union law, members of civilised society.” 
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For the setting in which Philip’s career fell, we can turn to 
Professor Walker’s History. No summary can be attempted in 
this case; for Professor Walker has compressed into a single 
volume, with complete lucidity and a god-like impartiality, the 
history of the whole country south of the Zambesi from the first 
Portuguese discoveries to the termination of the British South 
Africa Company’s charter in 1924. Moreover, the facts are 
marshalled and discussed with so much skill and wit that the 
reader has no feeling that the matter is compressed or the narra- 
tive overcrowded. South Africa has a special interest for econo- 
mists; its history is told here in adequate detail and without 
political or economic bias. There is an association with Professor 
Maemillan’s book, because Professor Walker finds the chief 
interest and theme of South African history, not in the relations 
of Briton and Boer, but of European and native; a position which 
the economist also is bound to take. He carries further back 
into the eighteenth century the characteristic problem and atti- 
tudes that Professor Macmillan found a century ago. Probably 
in no country are the problems of to-day so unintelligible by any 
light except that of history. 

Henry Ciay 
University of Manchester. 


Les Origines de la Révolution Russe. By JEAN LEscuRE, Pro- 
fesseur & la Faculté de Droit 4 Paris. (Paris: Recueil 
Sirey. 1927. Pp. viii + 230.) 


PROFESSOR LEscuRE’s bookis devoted toan analysis of the social 
structure of Russia before the war. In his first chapter Professor 
Lescure speaks of the legal position of the upper classes (nobility 
and clergy), the middle classes (bourgeoisie and intelligentsia), 
and of peasants and workmen in the eighteenth and nineteenth 
centuries. The Leitmotiv of this chapter, as well as of the preface, 
is that the social structure of Russia was in no way similar to 
that of France in 1789, although both were agricultural countries. 
Professor Lescure’s emphasis of this dissimilarity is particularly 
important in view of the tendency, both in this country and abroad, 
to explain the Russian revolution by comparing the events of 
1789 with the collapse of the Russian Empire in 1917; such a 
comparison requires, however, great caution and delicacy of 
touch. 

“* Russia,” says Professor Lescure, “like the France of the 
eighteenth century, is mainly an agricultural country, inhabited 
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by poor peasants; but the tenure of land is organised on different 
lines: the Mir invests it with a quite special character. The 
Russian peasant is still a serf in the middle of the nineteenth 
century. Social structure differs from that of France in so far 
as the position of the clergy is concerned. The Russian clergy 
is, on the whole, still undistinguishable from the people. The 
nobility has no authority; its powers are derived from the Tsar 
and are revocable. There is a nobility, but parentage plays a 
much smaller part in its creation than in the France of the 
eighteenth century... .” Professor Lescure distinguishes 
between nobility and aristocracy ; “ ‘ there is a kind of nobility,’ ” 
he says, quoting Leroy-Beaulieu, “‘ ‘ but there is no aristocracy.’ ” 
“ The King of France is primus inter pares ; in Russia he is primus 
‘tout court.’ The clergyman is as poor as the peasants among 
whom he lives, and the clergy as a body does not carry sufficient 
authority to give effective support to a monarchy based upon an 
acceptance of the doctrine of the Divine Right of Kings.” 4 

The peasantry is the chief object of Professor Lescure’s study, 
and his description of the intelligentsia and the working classes is 
fragmentary andincomplete. This is a serious gap in his narrative 
of the social history of Russia, in which the intelligentsia since the 
Decabrist movement, and even before, has played a great and 
important part. 

Chapters IT and III deal with the land question in Russia and 
the common law of the peasantry. Based on such authorities 
as Tschuproff, Kulisher, Kaufmann and Maksim Kovalevsky,? 
these chapters are not only interesting, but ought to be recom- 
mended to all who study the Russian land question and Russian 
peasant life. In the last two chapters Professor Lescure describes 
the reforms of Alexander II and of Stolypine; the first of these 
chapters gives us a clear understanding of the liberation of serfs, 
while the second shows Stolypine’s great talent for killing the 
remnants of the Mir and obschina (common ownership of the land 
and peasant self-government) and creating the smallholding 
system in Russia. Stolypine’s plans for emigration to Siberia 
and his ideas, in general, are, in our opinion, over-estimated, while 
the liberation movements of the narodniki and zapadniki, the 
revolution of 1905, the development of trade and industry, the 
growth of a labour movement organised on Western lines, are 
under-estimated, especially in relation to the general background 


1 Pp. 1, 2, 3, 22, 24. 
2 M. Kovalevsky’s name is misspelt throughout the book, and it is hoped that 
this will be corrected in subsequent editions. 
No. 151.—voL. XXXviul. II 
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of Russian life before and after the war, and as ferments and 
factors of the revolution of 1917. 

Professor Lescure’s conclusions and his whole estimate of the 
Russian revolution are interesting and original, and contain a 
great deal of truth which is bound to be unpalatable to the 
advocates of the new ideas and methods which were proclaimed 
to the world by the prophets of a millennium born of force and 
autocracy. ‘The Russian revolution,” says Professor Lescure, 
“is much more an illustration of the Principles of Population of 
Malthus than of the Capital of Marx.” The origin of the Russian 
revolution, according to Professor Lescure, is the agrarian problem. 
“The proletarian revolution in Russia was preceded by the 
agrarian revolution, and the Russian revolution is therefore a 
peasants’ revolution, although its lead was taken by the intellectual 
Marxists. . . . This revolution does not authorise Europe to 
rejoice in the success of Marxism.”’ Professor Lescure’s view of 
Russia’s immediate future and the task confronting her is that 
“‘ to-morrow, or the day after, Russia must intensify agriculture, 
organise emigration, develop trade and industry . . . and all 
this is impossible without capital.” 1 
S. P. Turin 


De Omloopssnelheid van het Geld. By Dr. M. W. Horrrop. 
(Amsterdam: H. J. Paris. 1928. Pp. 215.) 


Dr. Hottropr’s treatise on the rapidity of circulation of money 
is an example of a type of work which, it is to be feared, we are 
constitutionally incapable of producing in this country. Bibli- 
ographies are deceitful things, and may merely testify to the 
author’s diligence in studying other bibliographies, but no added 
list of authorities—overwhelming as it is in the present case—is 
required to bear witness to Dr. Holtrop’s amazing diligence, 
patience and perseverance. The earlier part of the work is 
devoted to tracing historically the growth of doctrine with regard 
to the rapidity of circulation of money; the second part is a 
painstaking analysis of monetary and currency problems with a 
view to the exposition of the author’s own views. Probably the 
first part, with its careful marshalling of different lines of thought, 
will be found the more interesting. Petty, in various passages, 
is regarded as the first to have approached the idea of rapidity of 
circulation. Locke is precise in stating the problem, and almost 
uses the modern phrase when, in discussing how much money 


1 Pp. iii, vii, 224. 
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may be required to support trade, he says that this proportion “‘ is 
hard to determine, because it depends not merely on the quantity 
of money, but on the quickness of its circulation. The very same 
shilling may, at one time, pay twenty men in twenty days; at 
another, rest in the same hands one hundred days together.” 
For the development of ideas on the subject, the most important 
of the early writers was Cantillon, who advanced so far as to 
declare that ‘‘ une accélération, ou une plus grande vitesse, dans 
la circulation de l’argent du troc, vaut autant qu’une augmenta- 
tion d’argent effectif, jusqu’é un certain degré,” thus making 
increased rapidity of circulation equivalent to an increase in the 
amount of money. Passing over a number of minor writers 
whose views are carefully tabulated, Dr. Holtrop next lays 
emphasis on the services of Thornton in clarifying theory on this 
subject, and finds in him what he calls the “‘ first clear formulation 
of the modern quantity theory ” in these words: “It is on the 
degree of rapidity of circulation of each, combined with the 
consideration of quantity, and not on the quantity alone, that 
the value of the circulating medium of any country depends.” 
Thornton in his discussion had considered the effect of ‘‘ seasons 
of alarm.” In the subsequent development two main lines of 
thought are distinguished, represented by the difference between 
Thornton and the elder Mill, whose definition was that “ by 
rapidity of circulation is meant the number of times the money 
must change hands to effect one sale of all the commodities.” 
On the one view rapidity of circulation may be defined as the 
average number of times that the pieces of money change hands 
in a given time; on the other view it is the average number of 
times money must change hands in order to exchange a certain 
quantity of goods. The descendants of these two lines of thought, 
as also certain non-monetary theories (a-monétaire theorieén) as 
represented by Marx, are discussed, developed and classified, and 
full justice is done to the “ school van Cambridge.” 

Thereafter Dr. Holtrop develops what is in effect a treatise on 
money. Interesting is his discussion of the applicability of the 
theory of marginal value to the case of money, and his con- 
clusion is that ‘‘ the marginal utility of money—in so far as the 
expression may be used—can never be anything else than the 
marginal utility of the goods which can be obtained for the money”’ 
(p. 92), and that consequently “the theory of marginal value is 
not applicable to money, and for the reason that there does not 
exist a valuation of the money alongside of and in addition to the 


valuation of the goods ”’ (p. 95). Very careful also is his analysis 
112 
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of the causes that lead to variations in the need for money, but 
into these and other points it is not possible to enter here. In 
perusing this very learned and most careful work, one is divided 
between admiration for the Dutch people whose attainments 
presumably justify a Dutch publisher in presenting to them such 
a book for their instruction, and regret that it has not appeared 
in a language which would have opened for it a larger audience. 
ALEXANDER GRAY 
Marischal College, 
Aberdeen. 


Grundriss der Sozialékonomik. IX. Abteilung. Zweite Teil. 
(Tiibingen: Mohr. 1927. Pp. vi+ 526. 25 Marks.) 


THE ninth section of the Grundriss der Sozialékonomik deals 
with “ The social system of Capitalism.” It is divided into two 
parts. The title of the first part (published in 1926) is “ Social 
Stratification in the Period of Capitalism.” It treats of subjects 
such as “‘ The aristocracy in the period of Capitalism,” ‘‘ The 
industrial proletariat,’ “‘ The psychology of anti-capitalistic mass 
movements.” 

The second part describes the gradual emergence from the 
individualism of the early nineteenth century; the substitution 
of a positive for a negative police conception of State activity 
within the organisation of industrial life. It surveys the attempts 
made by public authorities and voluntary associations to exercise 
conscious control over industrial conditions and industrial 
relations. It traces the growth of a new industrial order. 

There are certain classes in the community, who, socially 
valuable, but weak economically, find it hard to maintain them- 
selves unaided in the competitive struggle. Should the State 
intervene to preserve them? To what extent is State intervention 
likely to prove effective? Karl Schmidt reviews the various 
legislative measures deemed desirable in Germany in order to 
keep the peasantry on the land and prevent their holdings falling 
into the hands of large proprietors or becoming the prey of com- 
mercial speculation (Bauernschutzpolitik). One group of these 
measures is considered in detail by Otto Swart. He examines the 
policy of ‘‘ home colonisation ” (Innere Kolonisation). But the 
peasantry do not stand alone. The small craftsman and the 
small shopkeeper clamour for State aid in their struggle against 
the inexorable advance of Capitalism. Theodor Brauer explores 
the problem of “the small man”; the social grounds for 
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preserving a strong body of “independent” citizens; the 
desirability and the possibility of State intervention (Mittelstands- 
politik). The treatment of the subject is peculiarly German. 
The essay describes at length the economic policy of the medieval 
town, emphasising the connection between the medieval crafts- 
men and the members of the modern middle class. 

The various agencies (whether deriving their funds from 
voluntary or compulsory sources) which seek to make provision 
for the poor are enumerated and appraised in a learned essay of 
Adolph Weber’s, containing an abundance of historical and com- 
parative information. He considers, too, the obstacles hampering 
the efficient organisation and co-ordination of public assistance 
and private charity (Caritdtspolitik). 

Robert Wilbrandt asks why “ the consumers who, according 
to the Liberal teaching, were the peculiar favourites of Capitalism 
have come to play so strange a part. Busy like moles, it is they, 
not the industrial proletariat, who are the grave-diggers of 
Capitalism.”” Yet, vainly seeking for solutions of the familiar 
difficulties which face the Co-operative movement, Professor 
Wilbrandt leaves us wondering ‘‘ whether those who have failed 
to make good, as individuals in the competitive struggle will have 
to admit failure also when acting in co-operation” (Konsum- 
vereinspolitik). 

W. Wygodzinski and V. Totomianz have written a compre- 
hensive account of the growth of “Co-operation,” the types of 
Co-operative Association and the adaptation of Co-operative 
principles to suit the particular requirements of different countries 
(Genossenschaftswesen). 

The bulk of this second part is devoted to an examination of 
the various measures found necessary in the industrialised 
countries to regulate private enterprise and reconcile the conflict 
between considerations of private advantage and public welfare. 
The problem of social relationships in industry and the different 
forms of social legislation are handled in three lengthy, well- 
balanced and elaborate chapters. The treatment of the various 
subjects is historical, descriptive, concrete, though the selection 
and presentation of the data submitted would seem occasionally 
to be influenced by Marxian feeling. Professor Lederer and Dr. 
Marschak have had to work through a formidable accumulation 
of material. They are to be congratulated upon their joint 
contribution. Trade Unionism, Unemployment, Arbitration, 
Industrial Councils, Factory Legislation, Regulation of Wages 
and Social Insurance (this last handled by Professor Lederer 
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alone) are the main subjects of a most valuable comparative study 
which English readers should find peculiarly useful. 
J. LEMBERGER 
The University, 
Belfast. 


Absaizmangel und Arbeitslosigkeit als Dauerzustand. By Dr. Orto 
ConraD. (Vienna: Hdélder-P.-T. 1927. Pp. 104. 3m.) 


Dr. Otro Conrap’s brochure is an attempt to explain on 
theoretical grounds the apparent permanence (Dauerzustand) of 
unemployment (Arbettslosigkeit) and the lack of markets (Absatz- 
mangel) in most European countries to-day. 

The first section finds the immediate cause to be a raising of 
prices above that “ natural price ’’ where all the goods produced 
by the full employment of the means of production would find 
markets. This section was originally published in the Oester- 
reichischen Volkswirt (July-August, 1925) and initiated, appar- 
ently, a fierce controversy. Dr. Conrad maintains that prices 
standing above the natural price are due to the efforts of all 
classes of producers (the proletariat and the salariat no less than 
the entrepreneur) to raise their rates of pay. He takes as an 
illustration an increase in the wages of bakers unaccompanied 
by any increase in the demand for their services, and attacks 
Professor Philippovich’s contention that such an increase, followed 
by a rise in the price of bread, merely substitutes additional 
purchasing power (Kaufkraft) on the part of the bakers in place 
of that of former consumers. 

This view, as Dr. Conrad says, is widely held to-day, and he 
suggests that the low estimation in which theory is held among 
practical business men is not to be wondered at’ when problems 
of such importance are left without a clear and incontrovertible 
solution. But we are not certain that Dr. Conrad’s treatment 
makes it any clearer. He uses a simplified diagram in which 
bakers, bread consumers, and “ other ” workers are denoted by 
letters, and the fact that a rise in the price of bread diverts income 
from ‘‘ other ” workers to bread workers is shown by dotted lines. 
This income transferred from one industry to another represents 
equal purchasing power, but the rise in the price of bread inflicts 
an uncompensated loss, in Dr. Conrad’s view, upon the original 
bread consumers. 

Here the diagrammatic representation leads one astray in 
distinguishing under separate letters K the consumers and B the 
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bakers. After all, B are part of K; bakers, presumably, are not 
so sick of the smell of bread that they do not eat some them- 
selves, or at least allow their families to do so. And if and when 
they and their families are satiated with bread, they will buy more 
of the sort of things made by the “ other” workers that the 
original consumers (K) bought. Dr. Conrad’s dotted lines fail 
to indicate these complications. Nevertheless he presents force- 
ful arguments in the over-simplified ‘‘ other things being equal ”’ 
manner, against the theory that a rise in wages is bound to create 
new markets irrespective of a rise in productivity. 

The more important intermediate causes of economic paralysis 
which Dr. Conrad points to in his second section are the policy of 
isolation and tariff walls pursued by separate States, the disturb- 
ance of the “‘ technical apparatus ” and organisation of industry, 
and the decrease of efficiency of labour attributable particularly 
to the eight-hour day and the reduction of the intensity of work. 
Dr. Conrad has no difficulty in overwhelming the theory which 
he attributes even to Professor Philippovich, that a shortening 
of hours implies the employment of a proportionately greater 
number of persons, but he does not produce much statistical or 
other evidence that the eight-hour day has, in fact, reduced effi- 
ciency, or that the intensity of work is actually less than before the 
war in Austria or elsewhere. 

In the last section of his booklet Dr. Conrad finds the ultimate 
cause of economic paralysis to be the disturbance of the com- 
munity of interests (Wirtschaftsgemeinschaft) through the spread 
of socialism—and liberalism! Socialism and liberalism agree in 
putting personal interests above that of the community and the 
State. The only difference between them is that one advances 
the interests of the wage-earners, the other that of the employers. 
Against such a policy Dr. Conrad pits the words of Mr. Henry 
Ford, the work of Councillor Breitner in the Administration of 
Vienna, and the deeds, or at least the acts, of Benvenuto Mussolini. 
True, at the time Dr. Conrad was writing (October 1926) the 
number of unemployed in Italy was, according to the London and 
Cambridge Economic Service, only 89,000. At the present moment 
(March 1928) it is, according to the same source, 439,000. Can 
Dr. Conrad be certain that in spite of the Fascist régime of State 
control, this heavy and steadily increasing Arbeitslosigkeit is not a 
Dauerzustand ? 

P. SaRGANT FLORENCE 




















480 THE ECONOMIC JOURNAL [SEPT. 


Tiberalismus und Protektionismus in der englischen Wirischafts- 
politik seit dem Kriege. By Dr. CuarnLoTteE LEUBUSCHER. 
(Jena : Gustav Fischer. Pp. 224. 10m.) 


Visitine England in 1924 and again in 1925 on social studies 
bent, Dr. Leubuscher was impressed by the new currents of 
opinion which were flowing in economic and political circles, and 
realised that certain long established fiscal axioms and postulates 
were being subjected to searching scrutiny and criticism. What 
she saw and heard convinced her that the last of the old 
“ Liberalistic ” traditions were being seriously challenged, and 
that ‘‘ Protectionism ” had again raised its front, this time with 
the determination to settle accounts more summarily with 
“individualistic economy.” Hence her resolve to make a 
systematic inquiry into what was happening in this country, and 
the publication of this careful and conscientious statement of the 
results. 

It is probable that many English readers of Dr. Leubuscher’s 
study will gain new and startling impressions of the revolution in 
economic and fiscal policy which dates from the outbreak of the 
war and has made steady progress ever since. Special attention 
is given in these pages to the protection given to “ key,” new and 
threatened industries by the erection of tariff barriers and the 
grant of State subsidies, the export credits scheme, the guarantees 
under the Trade Facilities Acts, assisted migration, trade mark 
legislation, the somewhat one-sided system of Imperial Preference, 
the policy of Empire development, and the fostering of Empire 
trade by investigation, scientific research and the grant of public 
money. In surveying all these questions the author has evidently 
gone to infinite pains, and her study of Parliamentary and other 
reports and papers, official and non-official, must have been a 
great trial of courage and patience. j 

In her conclusions and judgments, too, she shows a keen eye 
for essential facts, and an unerring perception of the possible 
dangers as well as the promise of the “new course” which 
England is following. To take an example, not a few critics of 
present-day reorientations in imperial matters, who readily 
recognise the necessity for facing new tasks with improved 
methods, and of applying to hitherto unsolved problems untried 
solutions, may see in the following reference to the implica- 
tions of Imperial Preference the confirmation of their own 
apprehensions :—‘‘ Viewed economically the way of Imperial 
Preference implies for England, for an indefinite time, a policy of 
giving. The question how far England will go depends upon how 
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far she is prepared or compelled to make economic and financial 
sacrifices for the maintenance and strengthening of the Empire.” 
The question here raised is one of immense moment. Obviously 
the “ policy of giving ” cannot be carried wisely beyond certain 
limits, and the danger point might be reached if the result were 
to impose any unreasonable burden upon the mother country, 
handicapped so heavily as it is already by the existing liabilities 
of Empire, the vast preponderance of which falls upon its shoulders. 
We have got to duties on many food-stuffs already; shall we go 
further, and is the road we have entered safe at all? The great 
fear is lest the effect of the ‘“‘ policy of giving ”’ should be to weaken 
the attachment to the Empire of the mass of the working-class 
electorate, so provoking a revulsion of sentiment similar to that 
which occurred in the middle of last century. It would have been 
interesting if Dr. Leubuscher had extended to this important 
aspect of the question her survey of party attitudes to imperial 
policy. Altogether her book is a notable and meritorious piece 


of work. 
W. H. Dawson 


Vom Wirtschaftskrieg zur Wirtschaftskonferenz. By Dr. Brrn- 
HARD Harms, Professor of Kiel University. (Jena: Gustav 
Fischer. Pp. 359. 15m.) 


In this volume Professor Harms has collected a number of 
lectures and addresses on different aspects of world-economy 
which were delivered by him between 1916 and 1927. The 
earliest and on the whole the most important goes back to 
October 1916. It is entitled ‘‘ The Future of World Economy,” 
and was spoken in the Prussian House of Deputies to a crowded 
audience, consisting largely of Ministers of State, members of 
Parliament, State officials and military officers—a sort of informal 
economic council of war—but publication was not allowed by the 
censor at the time on account of its outspokenness, and only now 
does it see light. There is nothing very heterodox, but on the 
contrary much that is extremely sane, in Harms’ doctrine of 
world-economy as expounded intra muros during the war. What 
he told his hearers in 1916 was, in substance, that international 
commerce should be made as free from restraints as possible, that 
the ideas of self-contained economic units, exclusive trading, 
and mercantilistic heresies of all kinds, were impracticable in the 
modern world, and that whatever measures of attack and reprisal 
the belligerent nations might adopt against each other’s trade 
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during war-time, they would be sure to break down under the 
pressure of circumstances, and particularly of self-interest, 
directly the world returned to reason. 

It is creditable to Harms, then something of a voice crying in 
the wilderness, that he ventured to utter unpalatable truths of 
this kind at a time when he and his countrymen pretty generally 
still confidently counted on victory, refused to anticipate the 
possibility of even a peace of attrition, and spoke of a peace of 
compromise as tantamount to defeat. Much water has run down 
the Thames, the Seine and the Spree since then. A year or so ago 
we saw the spectacle of a body of economic experts of the Old and 
New Worlds reasoning together upon the question whether the 
real cure for the devastation, chaos and unsettlement wrought by 
the war must not be found in a policy diametrically opposed to the 
ideas embodied both in the German programme of a closed 
“ Mittel-Europa ” federation and the Resolutions of the Paris 
Economic Conference of June, 1916. Harms may fairly congratu- 
late himself that the very men who passed the Paris Resolutions 
are to-day foremost in preaching the doctrine of the world’s 
“ economic solidarity ” and in giving practical effect to it. 

In the other chapters of the book the author emphasises the 
ideas for which he vainly sought acceptance early in the war, and 
particularly in the last chapter, which relates to the origin of and 
the preparations for the Economic Conference of May 1927. 
Citing a speech made in the House of Commons on November 17, 
1914, in which Mr. Lloyd George predicted that after the war 
England would have no important competitor in foreign markets, 
with the exception of America, he points to the very different way 
in which events have shaped themselves, proving once again that 
the trade and prosperity of the world hang together, that nations 
are interdependent, and that the more advanced the economic 
development of an individual country becomes, the greater 
becomes also its stake in the welfare of its neighbours. Professor 
Harms’ lectures run to great length, they are not quite as romantic 
as novels by Ethel Dell are said to be, but they are models of 


clear thinking and vigorous utterance. 
W. H. Dawson 


Ruhrbesetzung und Weltwirtschaft. Edited by Prorsessor Dr. 
Ernst Scnvuttze. (Leipzig: G. A. Gloeckner. Pp. 256. 
14m.) 


Tuts is one of the publications of the Institute for World 
Economy attached to the Leipzig Commercial College, and 
consists of a collection of twenty-three essays describing and 
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appraising the reactions of the French occupation of the Ruhr 
district in almost as many separate countries, and its influence 
upon international commerce and finance generally. In choosing 
his collaborators the editor had in mind the need for the objective 
treatment of the subject, and it may be said at once that the 
contributors have without exception succeeded in keeping clear 
of controversy, whatever quaiifications may have been at the back 
of their minds. One turns first with natural curiosity to what 
Mons. G. H. Bousquet (formerly Secretary of the Austrian 
Financial Control Commission), the reporter for France, has to 
say on the subject. He frankly admits that the Ruhr occupation 
“ seriously endangered the economic equilibrium of Europe ’’— 
“worsened ” might be a truer term, as that equilibrium was 
disturbed already—since it paralysed one of the principal centres 
of the coal, iron and steel industries; but he contends that from 
the standpoint of France the occupation was attended by “ relative 
success,” and that the pessimistic forebodings to which it gave 
rise were not on the whole justified. He asserts that as a 
financial transaction the adventure did not pay its expenses in 
1923, but that it covered them and gave something over in 1924, 
though not as much as was expected. Nevertheless, he does not 
believe the occupation, if prolonged, would have proved either 
financially or economically advantageous, because of the resulting 
political frictions and the condition of economic instability which 
it occasioned in France and all other countries. In other words, 
whatever the direct advantages it yielded, they were neutralised 
by harmful consequences of an indirect kind. The writer’s 
conclusion that the Dawes plan is a better arrangement for France 
is indisputable, but it is strange that in drawing up his balance 
sheet he should have ignored a very important item on the debit 
side. The occupation was the last straw that broke the German 
camel’s back, and it made necessary the Dawes scheme, with its 
liberal scaling down of the reparation payments. How large a 
part of the resulting gain to Germany represents loss not merely 
to France but to those of her late Allies who, though taking no 
active share in the Ruhr adventure, have to bear the larger part 
of the expenses ? 

In a guarded chapter on the effects of the Ruhr occupation on 
Great Britain and the British Dominions Professor J. Busteed, 
of Cork, says that while the immediate effects were beneficial to 
the coal, iron and steel industries, damage was done to general 
trade, the woollen trades in particular suffering greatly, owing to 
the sharp rise in the cost of raw materials. Moreover, great loss 
was caused by the disastrous collapse of the mark, and the 
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sympathetic depreciation of other continental currencies. For 
the Dominions the occupation was an unmixed evil, since 
they were compelled to pay largely increased prices for coal and 
iron and steel products, while their export trade was impaired 
by the restriction of the purchasing power of continental buyers. 
Reporting for the United States, Mr. Guy Greer, of New York, 
says that the Ruhr episode had little effect upon the total pro- 
ductive activity of American industry, but by throwing back the 
economic recovery of Europe it made continental countries more 
than ever America’s debtors, though he does not venture to 
estimate to what extent. He puts the matter forcibly thus: 
“‘ Tt was as if in the course of rebuilding a house after a disastrous 
fire, someone set fire to the tools and materials available for 
reconstruction.” His final judgment is that “ opinion in America 
has been and probably will remain divided as to whether the 
operation (i.e. the occupation) was politically necessary, but there 
can be no doubt that economically it was a disaster.”’ ,. 
It may be added that the editor makes a somewhat ambitious 
attempt to estimate the effects of the Ruhr escapade for “‘ world 
economy ” as a whole. Inevitably guess-work plays a large part 
in his survey, as when he ventures to express the effects in money 
values. Thus he estimates the aggregate loss to Germany and 
the other countries affected at any sum between 750 and 1000 


milliards of pounds sterling. 
W. H. Dawson 


Die Kapitalexpansion der Vereinigten Staaten in Lateinamerika. 
By Dkr. H. T. Contras, Professor of Economics, University 
of Philadelphia. (Jena: Gustav Fischer. Pp. 24.) 


It is the purpose of this brochure to trace the progress of the 
financial and commercial predominance which the United States 
have asserted during late years in the Latin countries of America. 
The movement began after the war with Spain in 1898, and was 
consummated by, and as the result of, the Great War. Dr. 
Collings assures us that America has really had this distinction 
thrust upon her. She had no wish to meddle in either international 
finance or politics, but circumstances were stronger than her 
modest wish to live and prosper unnoticed by the rest of the world. 
He is disposed to replace the maxim that “‘ trade follows the flag ” 
by “‘ trade follows investment,” and he can point to Cuba, Mexico, 
Brazil, Chile and other Latin countries in justification; for great 
as have been America’s loans to these States, the money has come 
back to American industrial works in payment for railway material, 
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electrical, mining, agricultural and other machinery, and manu- 
factured articles of all kinds, and much of the enterprise which has 
been financed by American money is altogether in American 
hands. He has to admit, however, that a subtle form of political 
penetration has taken place where borrowing States have been 
slow to pay interest and capital when due, and he says frankly 
that he does not like the practice of foreclosing and collecting 
customs duties, which has been followed in the case of certain 
of the weaker Central American republics. ‘ But,’’ he asks, 
“‘ what other policy should be followed in such cases? Should we 
refuse credit to the republics which are in arrears with their 
payments? If we did they would simply go elsewhere for 
money—perhaps to Europe.”’ It is impossible not to sympathise 
with Dr. Collings in his dilemna. We in England likewise have 
experience of States which refuse to meet their just engagements, 
though well able to do so. What we do in such cases is to scale 
down the existing debts generously at the expense ef the tax- 
payers, who considerately proceed to lend the debtors more 


money. 
W. H. Dawson 


Prospettive Economiche, Anno Ottavo, 1928. By Giora1o MortTaRA. 
(Universita Bocconi, Milan. Pp. 534. 40 lire.) 


Tuts is the eighth of Professor Mortara’s valuable series of 
annual surveys and forecasts of world economic conditions. The 
method adopted is to set out and discuss a number of international 
tables of production, consumption, foreign trade, etc., in recent 
years for each of the principal commodities of world trade, includ- 
ing transportation and hydro-electric power; then to treat more 
shortly of the Italian position in particular; and, lastly, to make 
a forecast of price movements and production in the immediate 
future. This volume thus makes a very useful companion to 
compilations of statistics such as are produced by the Secretariat 
of the League of Nations, for not only are many suggestive com- 
parative tables provided which are not to be found elsewhere, but 
there is a considerable amount of comment on and deductions 
drawn from the figures given, which greatly enhance their value. 

It is impossible to review in detail all the many topics dealt 
with in so bulky a work, but some observations may be made on 
the section on the grain trade. The author gives an interesting 
summary of the different reasons adduced for the decrease in 
the exportation of wheat from Russia, in spite of a series of good 
harvests recently and a total production approximately up to the 
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pre-war level. He comes to the conclusion that the most important 
causes are to be found in the rise in the standard of living and, 
therefore, in consumption by the peasants themselves; in the 
replenishment of exhausted stocks; and in the reconstitution 
of the live-stock population of Russia. Despite the smallness of 
the actual export figures, he holds that Russia is a most important 
potential factor in the European grain situation, since in the event 
of a shortage in the rest of Europe, and consequent high prices, 
very considerable quantities could be drawn from Russia. 

In referring to the output of cereals in Italy, Professor 
Mortara points out that more than a quarter of the cultivated 
area of Italy is under cereals, and draws attention to the extent 
to which these crops are grown under unfavourable conditions in 
high Alpine valleys and in the arid regions of the south and of the 
islands. Nevertheless, on the average of the years 1925-6 there 
was a net import of cereals of all kinds, valued at 750,000,000 gold 
lire (£30,000,000). The author adds sadly that this sum ‘‘ measures 
the heavy burden imposed on the Italian economic system by the 
importation of foreign cereals.” It is surely surprising that an 
economist of the distinction of Professor Mortara should have 
allowed himself to be so far captured by the neo-mercantilism 
of Signor Mussolini that he can regard as a burden, on economic 
grounds, the fact that, in spite of protective duties on wheat, 
comparative costs should make it more profitable for Italy to 
export motor-cars and silk manufactures and therewith to buy 
cheap American wheat, than to produce it all at home under 
conditions of even greater real cost than those which at present 
prevail. The general conclusion on the world price of wheat is 
that, although total consumption is increasing, production in 
Europe and elsewhere is still expanding and, in the absence of bad 
harvests, shows no tendency to diminish, even in the face of a 
world-wide depression of farming profits. The price of wheat in 
the near future is thus more likely to go on falling than to rise. 

Where so much has been provided it may seem ungrateful 
to ask for more, but it is impossible not to wish that Professor 
Mortara, with all this wealth of material at his command, had 
devoted some pages to a general discussion of the causes and effects 
and probable duration of a phenomenon of great importance to be 
found in practically all countries—the disparity between the prices 
of most manufactured articles and the prices of most raw materials, 
and especially of food-stuffs. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 
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NOTES AND MEMORANDA 


Tue Unitep States BALANCE OF TRADE IN 1927 
The Balance of International Payments of the United States in 


1927. 
Hoover. 


Information, Bulletin No. 552.) 
THE condensed Balance Sheet for 1927 as compared with 


1926 is as follows : 


By Ray Hatt, with a Foreword by HERBERT 
(United States Department of Commerce Trade 





($ millions.) 


IncomE Account. 


Merchandise, Silver, etc. 

Transport Charges 

Tourist Expenditures 

Interest 

War Debt Receipts 

Immigrant Remittances 

Charitable and Missionary Con- 
tributions . 

Other Items (Insurance, Royal- 
ties, etc.) . 


Total on Income Account 


CaPpiTaL ACCOUNT. 


New American Investments 
abroad. 

Repayments and “Resales on 
previous American Invest- 
ments abroad 

Foreign Investments in U.S. 
(net) : 

Increase or Decrease in net 
Debt of American Banks to 
Foreigners 

Gold Shipped or earmarked 
(net) ‘ 


Total on Capital Account 
Discrepancy due to inaccurate 
figures ° , ° 




















Claims Claims 
from to Difference. 
Foreigners. | Foreigners: . 
1926. | 1927. | 1926. | 1927. 1926. 1927. 
5,010 | 5,037 | 4,744 | 4,489} +266 +648 
196 229 188 172 + 8 + 67 
142 153 709 770 | —667 —617 
735 795 268 281} +467 +514 
195 206 —_ — +195 +206 
35 35 253 241}; —218 — 206 
— — 46 43| — 46 — 43 
245 256 219 216 + 26 + 40 
6,558 | 6,711 | 6,427 | 6,212} +131 +499 
—- — 1,357 | 1,648 | —1,357 | —1,648 
659 767); — — + 659 | + 767 
94 210 — — + 94/] + 210 
359 | 200(?)} — — -+ 359] + 200 
— 166 72 -- — 72) + 166 
1,112 | 1,343 | 1,429 | 1,648} — 317] — 305 
wet: Ap tek de eh  cenkt oh See Rs 




















Generally speaking, the Report is drawn up on the same lines 
as in previous years, but the following points are worth noticing : 


(1) As in previous years, the net balance of new long-term 
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foreign investment by the United States is decidedly smaller than 
is generally believed—probably, indeed, somewhat less than 
Great Britain’s. In 1927 the gross total shown is $671,000,000. 
But if we take off from this the gold shipped or earmarked, and 
an estimated figure of $200,000,000 for the increase in the net 
debt of American banks to foreigners, the true net figure comes 
out at $305,000,000. The corresponding figure for the previous 
year was $317,000,000. Thus the net American balance available 
for new foreign investment in 1927 was about £61,000,000 as 
compared with a corresponding balance of about £96,000,000 in 
the case of Great Britain. 

(2) In the official return no figure is inserted this year for the 
change in the net debt of American banks to foreigners.1_ This is 
due to a somewhat surprising breakdown of the questionnaire on 
the basis of which figures were given for previous years. It seems 
that on this occasion the result of the questionnaire was to show 
an increase of $1,000,000,000 in the net debt of American banks 
to foreigners, a figure which appeared quite incompatible with all 
other indications. The matter was accordingly looked into more 
carefully, with the result that such very large errors were found— 
the discrepancy between the balances reported at the end of 1926 
and those reported at the beginning of 1927 alone accounting for 
an error of some $300,000,000—that it was decided to ignore the 
results of the questionnaire altogether. Mr. Hall considers, 
however, that it would be compatible with general indications to 
assume an increase of $200,000,000 in the net indebtedness. He 
does not seem to have abandoned the estimates for previous years 
of the changes in the international banking account based on the 
same questionnaire. But it would certainiy seem that previous 
results also should be held in grave doubt until the questionnaire 
has been put on a new and better basis: The breakdown 
illustrates the extraordinary difficulty of getting even approxi- 
mately correct estimates on this important matter. It also leads 
one to doubt whether the estimates as to movements of long- 
dated investments by purchase and sale otherwise than in the new 
issue market are to be held as reliable. The gross figures of these 
are now so gigantic that even small percentage errors in the gross 
might result in serious errors in the net. 

(3) There is the usual interesting estimate as to the expenditure 
of American tourists abroad. The estimate is based on the 
assumption that the “ extravagant rich ” spend $5,000 per trip 


1 In the table printed above I have inserted $200,000,000 for the reasons 
given below. 
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and other tourists from $1,800 down to $500 in the case of students 
and school teachers, leading up to an estimated average of $1,254 
spent per person. On this basis the leading countries of 
expenditure came out as follows : 


Canada . ; ; ‘ . $197,000,000 
France . , ‘ ; . $190,000,000 
United Kingdom ~- ‘ . $40,788,000 
Italy . : ; , . $31,250,000 
Switzerland . . $15,000,000 


There are said to be about 4,000 Americans residing more or less 
permanently in Paris. The total expenditure by the “ per- 
manently departed ” out of incomes derived from the United 
States is estimated at only $30,000,000—which seems surprisingly 
low. 

(4) Immigrant remittances from the 15,000,000 foreign-born 
residents in the United States seem to be falling and to be less than 
iscommonly supposed. The figure for 1927 is put at $241,000,000. 

(5) It is interesting to note that it is now considered a slight 
offence against decency to publish separate estimates of the value 
of smuggled liquor, smuggled cocaine and morphia, the under- 
statement of imports to evade duties, and losses by bad debts in 
foreign trade. Accordingly, all these dubious items are this year 
lumped together in the comparative decency of a single figure 
($189,000,000). The dreadful details will only be known in 
future to the officials. 

(6) The total foreign investments of the United States are 
now estimated at something between $11,500,000,000 and 
$13,500,000,000. A new estimate has been made as to the level 
of British investments in the United States. Mr. Hall estimates 
that the pre-war British long-term investments in the United 
States at the outbreak of war totalled about $2,700,000,000 
—which compares with Sir George Paish’s old figure of 
$3,500,000,000. Mr. Hall thinks that the corresponding total at 
the end of 1927 was about half the pre-war total, namely, 
$1,360,000,000. 

(7) The payments received by the United States in 1927 
on account of war debt payments amounted altogether to 
$206,000,000, of which $160,000,000 came from Great Britain. 

J. M. Keynes 
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THe FrRENcH STABILISATION LAW 


THE new Law fixing the French franc in terms of gold and 
making various other new provisions, which came into force on 
June 24, is set out below. The gold value fixed for the franc, 
which is equivalent to 124-21 francs to the £, was in accordance 
with expectations, being no more than a recognition of the de 
facto situation. Certain other provisions of the law, however, are 
unexpected. In particular, reserve provisions are laid down for 
the Bank of France on lines considerably different from those 
which have prevailed in France hitherto. The traditional 
French system has been to fix a maximum for the note issue from 
time to time, but to make no particular arrangements as to the 
amount or proportion of gold to be held against it—an arrange- 
ment in favour of which there is in modern conditions a great deal 
to be said, especially if the maximum is suitably varied from time 
to time. By the new Law, however, the Bank of France is 
required to conform with the new fashion of holding a rigid per- 
centage gold reserve. This percentage is fixed at 35 per cent. and 
applies not only to the notes in circulation, but also to the Bank 
of France’s current deposits and other sight liabilities. The result 
of this provision is to lock up irrevocably something approaching 
£200,000,000, the effective gold reserve of the Bank of France to 


meet a foreign drain or for any other purpose being such amount 
as the Bank may hold in excess of this figure. 

It is interesting to note that the new Law also does away with 
the last remnants of the traditional bimetallism of France. The 
old five-franc pieces are to be demonetised and melted down, and 
silver will play no part in the future currency arrangements of 
the country. 


The text of the Law, slightly abridged, is as follows :— 


ARTICLE 1.—The provisions of Article 3 of the Law of 
August 5, 1914, provisionally fixing the value of notes issued 
by the Bank of France and the Bank of Algeria, are annulled. 

ARTICLE 2.—The franc, the French monetary unit, consists 
of 65-5 milligrammes of gold, 900/1,000 fine. Payments in 
gold frances of the former denomination, which were arranged 
in earlier agreements, are not affected. 

ARTICLE 3.—The Bank of France undertakes to convert 
its notes into gold at sight and on demand. It can do this 
either with legal gold currency or with gold bullion at the 
rate of 65:5 milligrammes, 900/1,000 fine, per franc. Pay- 
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ments of gold may be limited to the head office of the Bank, 
and to minimum quantities agreed upon with the Minister 
of Finance. Conversion will be effected by the Bank of 
Algeria under similar conditions. The Bank of France will 
buy gold at its head or branch offices at the rate of one franc 
per 65-5 milligrammes of gold, 900/1,000 fine, without 
deducting interest, but it may deduct mint charges. Assay 
charges will be borne by the seller. 

ARTICLE 4.—The Bank of France will keep a reserve of 
gald bullion and coin worth at least 35 per cent. of the 
combined total of notes in circulation payable to bearer and 
of the credit balances of current accounts. Existing legal 
limits on the note issue are abolished. 

ArTIcLE 5.—The Mint will strike 100-frane gold coins, 
900/1000 fine, within a margin of accuracy of one-thousandth 
by value and two-thousandths by weight either bia These 
coins will be unlimited legal tender. 

ARTICLE 6.—The date and other deaitions of the general 
issue of gold coins by the Currency Office will be fixed by 
Government decree. In the meanwhile, coins will be struck 
only by the Bank of France, and the minting charge will be 
40 francs per kilogramme of gold, 900/1,000 fine. 

ARTICLE 7.—To take the place of the Bank of France 
5-franc, 10-franc, and 20-franc notes, which will be with- 
drawn from circulation before December 31, 1932, and will 
then cease to be legal tender, the Currency Office will strike, 
on the account of the State, silver coins of the nominal value 
of 10 francs and 20 francs, 680/1,000 fine. These must not 
exceed a total velue of three milliards of francs. (This 
article, which has already been amended by the Finance 
Committee of the Chamber, originally provided for 5-franc 
pieces instead of 20-franc pieces.) The types of the new coins 
will be fixed by special decree. No individual will be com- 
pelled to accept more than 250 francs in silver coins. One- 
third of the proceeds of the minting of silver coins will be 
paid at the end of each Budget period into a fund for the 
upkeep of the coinage. The other two-thirds will be disposed 
of as arranged in the new Convention between the State and 
the Bank of France. 

ARTICLE 8.—Chamber of Commerce tokens will be taken 
out of circulation as they come in, and coins of the same 
denominations will be issued by the State in their stead. 


Private individuals need not accept more than 50 francs worth 
KK2 
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of aluminium-bronze alloy coins, or more than 10 francs 
worth of nickel or bronze coins. 

ARTICLE 9.—All earlier gold and silver currency will 
cease to be legal tender on the date of promulgation of the 
present law. 

ARTICLE 10.—Stocks of gold and silver, held by banks 
which have been granted powers of issue in Colonies and 
Protectorates where the franc is legal tender, will be revalued 
on the new monetary basis. The Minister of Finance is 
authorised to settle with such banks the conditions under 
which the State will receive credit for the resulting surplus. 

ARTICLE 11.—Deposit accounts opened with the Central 
Treasury Fund by the Minister of Finance on December 17, 
1920, are abolished. Article 104 of the Law of April 19, 
1926, is withdrawn except as regards specially authorised 
accounts. The provisions of the present Law will come into 
force on July 1, 1928. 

ARTICLE 12.—The Law of the 17th Germinal, year XI. 
and subsequent laws, controlling the minting and issue of 
money and the export of currency are withdrawn. 

ARTICLE 13 approves the new Conventions between the 
State, the Bank of France, and the Caisse Autonome, by 
which the Bank of France undertakes to revalue in francs 
the stocks of gold in France, gold and reserves abroad, and 
silver which are shown in its weekly statement. It will also 
revalue in francs the bills bought by it from the Treasury in 
virtue of previous Conventions, and the gold, silver, and bills 
acquired in preparation for stabilisation. The surplus 
created by these revaluations will be used to redeem the 
outstanding temporary advances of the Bunk to the Treasury, 
which will therefore be freed from its existing debt to the 
Bank. Treasury bonds held by the Bank under the agree- 
ment of February 3, 1927, which represent advances to 
foreign Governments, and are in fact composed by the 
Russian debt, will cease to bear interest for the Bank, and will 
be taken over and paid for gradually by the Caisse Autonome. 

As soon as the new law is promulgated, the Bank of 
France will place a sum of three milliards of francs, free of 
interest, to the credit of the Treasury account. It will 
receive in return a Treasury bond of the same value, due for 
payment at the expiry of the new Convention on December 
31,1945. The Bank will be free to purchase short-dated bills 
for foreign issue banks in account with it. Its stock of silver 
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coins will be held by it for the present and will be transferred 
to the State as required for conversion into the new silver 
coinage. 

The Convention between the State and the Caisse Auto- 
nome provides for the transfer to the Treasury of the claim 
on Soviet Russia. If the Russian bonds are not redeemed 
by December 31, 1945, the outstanding balance will be paid 
by the State. The Convention between the Caisse Autonome 
and the Bank of France also provides for the liquidation of 
the Russian bonds. Article 13, as amended by the Finance 
Committee of the Chamber, also has a clause to increase 
permanent advances to the State by two milliards in order to 
provide credits for agriculture, housing, and social services. 


The first weekly return of the Bank of France (for June 25, 


1928) in its new form showed in terms of sterling the following 
gigantic total of gold and foreign currency assets, which is more 
than three times the gold holdings of the Bank of England :— 


£ 
Gold coin and ingots. , . 233,000,000 
Cash available at sight haieiih ‘ . 129,000,000 
Forward foreign exchange purchased . 79,000,000 
Negotiable securities bought abroad . 87,000,000 
£528,000,000 


Since June the forward foreign exchange purchased has been 


running off and has been mainly replaced by other forms of 
foreign assets and of gold, the figures of August 16, corre- 
sponding to th above, being as follows :— 


£ 
Gold coin and ingots. ‘ . 244,000,000 
Cash available at sight aeend : . 117,000,000 
Forward foreign exchange purchased . 49,000,000 
Negotiable securities bought abroad . 125,000,000 


£535,000,000 


It would seem possible that the part of the reserve held in 


gold has not yet reached as high a figure as the Bank would like. 
In any case, it is clear that the provisions of the new French Law 
are of a kind to confirm the anxieties of those who have been 
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anticipating that the supply of monetary gold might be inadequate 
to the requirements of the world after the general return to the 
Gold Standard. It is evident that if every country were to lock 
away 35 per cent. of the sight liabilities of its State Bank and then 
to hold some substantial amount in excess of this in order to feel 
comfortable, there would be a steady deflationary pressure which, 
failing wiser courses, might continue over a long period. At any 
rate the future of gold now lies in the hands of the Bank of 


France as well as in those of the Federal Reserve System. 
J. M. K. 





CURRENCY AND Bank Norss Act, 1928 


Tue following is the text of the new Act as finally passed into 
law. 


An Act to amend the law relating to the issue of bank notes by 
the Bank of England and by banks in Scotland and Northern 
Ireland, and to provide for the transfer to the Bank of England 
of the currency notes issue and of the assets appropriated for 
the redemption thereof, and to make certain provisions with 
respect to gold reserves and otherwise in connection with the 


matters aforesaid and to prevent the defacement of bank 
notes. [2nd July 1928.] 


1.—(1) Notwithstanding anything in any Act— 

(a) the Bank may issue bank notes for one pound and 
for ten shillings : 

(6) any such bank notes may be issued at any place out 
of London without being made payable at that place, 
and wherever issued shall be payable only at the head 
office of the Bank : 

(c) any such bank notes may be put into circulation in 
Scotland and Northern Ireland, and shall be current 
and legal tender in Scotland and Northern Ireland as 
in England. 

(2) Section six of the Bank of England Act, 1833 (which 
provides that bank notes shall be legal tender), shall have effect 
as if for the words “ shall be a legal tender to the amount expressed 
‘in such note or notes and shall be taken to be valid as a tender 
*“‘ to such amount for all sums above five pounds on all occasions 
“on which any tender of money may be legally made ” there were 
substituted the words “ shall be legal tender for the payment of 
any amount.” 
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(3) The following provisions shall have effect so long as 
subsection (1) of section one of the Gold Standard Act, 1925, 
remains in forcee— 

(a) notwithstanding anything in the proviso to section 
six of the Bank of England Act, 1833, bank notes for 
one pound or ten shillings shall be deemed a legal 
tender of payment by the Bank or any branch of the 
Bank, including payment of bank notes : 

(b) the holders of bank notes for five pounds and upwards 
shall be entitled, on a demand made at any time during 
office hours at the head office of the Bank, or in the 
case of notes payable at a branch of the Bank, either 
at the head office or at that branch, to require in 
exchange for the said bank notes for five pounds and 
upwards bank notes for one pound or ten shillings. 

(4) The Bank shall have power, on giving not less than three 
months’ notice in the London, Edinburgh and Belfast Gazettes, 
to call in the bank notes for one pound or ten shillings of any 
series on exchanging them for bank notes of the same value of a 
new series. 

(5) Notwithstanding anything in section eight of the Truck 
Act, 1831, the payment of wages in bank notes of one pound or 
ten shillings shall be valid, whether the workman does or does 
not consent thereto. 


2.—(1) Subject to the provisions of this Act the Bank shall Amount 


issue bank notes up to the amount representing the gold coin 


and gold bullion for the time being in the issue department, and pron note 


shall in addition issue bank notes to the amount of two hundred 
and sixty million pounds in excess of the amount first mentioned 
in this section, and the issue of notes which the Bank are by or 
under this Act required or authorised to make in excess of the 
said first mentioned amount is in this Act referred to as “ the 
fiduciary note issue.” 

(2) The Treasury may at any time on being requested by the 
Bank, direct that the amount of the fiduciary note issue shall for 
such period as may be determined by the Treasury, after con- 
sultation with the Bank, be reduced by such amount as may be 
so determined. 


3.—(1) In addition to the gold coin and bullion for the time Securities 


being in the issue department, the Bank shall from time to time ; 





appropriate to and hold in the issue department securities of an be held 
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te: —_ amount in value sufficient to cover the fiduciary note issue for the 
ment. time being. 
(2) The securities to be held as aforesaid may include silver 
coin to an amount not exceeding five and one-half million pounds. 
(3) The Bank shall from time to time give to the Treasury 
such information as the Treasury may require with respect to 
the securities held in the issue department, but shall not be 
required to include any of the said securities in the account 
to be taken pursuant to section five of the Bank of England Act, 
1819. 


Transfer 4,.—(1) As from the appointed day all currency notes issued 
—— under the Currency and Bank Notes Act, 1914, certified by the 
— me Treasury to be outstanding on that date (including currency 
of Eng- notes covered by certificates issued to any persons under section 
land. —_ two of the Currency and Bank Notes (Amendment) Act, 1914, 
but not including currency notes called in but not cancelled) 
shall, for the purpose of the enactments relating to bank notes 
and the issue thereof (including this Act) be deemed to be bank 
notes, and the Bank shall be liable in respect thereof accordingly. 

(2) The currency notes to which subsection (1) of this section 
applies are in this Act referred to as “‘ the transferred currency 
notes.” 

(3) At any time after the appointed day, the Bank shall have 
power, on giving not less than three months’ notice in the London, 
Edinburgh and Belfast Gazettes, to call in the transferred currency 
notes on exchanging them for bank notes of the same value. 

(4) Any currency notes called in but not cancelled before 
the appointed day may be exchanged for bank notes of the same 
value. 

ig 5.—(1) On the appointed day, in consideration of the Bank 
of certain undertaking liability in respect of the transferred currency notes, 
part of — all the assets of the Currency Note Redemption Account other 
assets of 
Currency than Government securities shall be transferred to the issue 
sale department, and there shall also be transferred to the issue depart- 
Account. ment outzZof{the said assets Government securities of such an 
amount in value as will together with the other assets to be 
transferred as aforesaid represent in the aggregate the amount of 
the transferred currency notes. 

For the purpose of this subsection the value of any marketable 
Government securities shall be taken to be their market price 
as on the appointed day less the accrued interest, if any, included 


in that price. 
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(2) Any bank notes transferred to the Bank under this section 
shall be cancelled. 

(3) Such of the said Government securities as are not trans- 
ferred to the Bank under the foregoing provisions of this section 
shall be realised and the amount realised shall be paid into the 
Exchequer at such time and in such manner as the Treasury 
direct. 


6.—(1) The Bank shall, at such times and in such manner as Profits of 
may be agreed between the Treasury and the Bank, pay to the to be 
Treasury an amount equal to the profits arising in respect of paid to 


each year in the issue department, including the amount of any 
bank notes written off under section six of the Bank Act, 1892, 
as amended by this Act, but less the amount of any bank notes 
so written off which have been presented for payment during 
the year and the amount of any currency notes called in but not 
cancelled before the appointed day which have been so. presented. 

(2) For the purposes of this section the amount of the profits 
arising in any year in the issue department shall, subject as 
aforesaid, be ascertained in such manner as may be agreed 
between the Bank and Treasury. 

(3) For the purposes of the Income Tax Acts, any income of, 
or attributable to, the issue department shall be deemed to be 
income of the Exchequer, and any expenses of, or attributable to, 
the issue department shall be deemed not to be expenses of the 
Bank. 

(4) The Bank shall cease to be liable to make any payment 
in consideration of their exemption from stamp duty on bank 
notes. 


7. Section six of the Bank Act, 1892 (which authorises the Amend- 


writing off of bank notes which are not presented for payment z 
within forty years of the date of issue), shall have effect as if, in 
the case of notes for one pound or ten shillings, twenty years were 
substituted for forty years, and as if, in the case of any such 
notes being transferred currency notes, they had been issued on 
the appointed day and, in the case of any such notes not being 
transferred currency notes, they had been issued on the last day 
on which notes of the particular series of which they formed part 
were issued by the Bank. 


Power to 


8.—(1) If the Bank at any time represent to the Treasury jnorease 
that it is expedient that the amount of the fiduciary note issue #mount of 


shall be increased to some specified amount above two hundred no 


Vict. c. 48. 








498 THE ECONOMIC JOURNAL [SEPT. 


and sixty million pounds, the Treasury may authorise the Bank 
to issue bank notes to such an increased amount, not exceeding 
the amount specified as aforesaid, and for such period, not exceed- 
ing six months, as the Treasury think proper. 

(2) Any authority so given may be renewed or varied from 
time to time on the like representation and in like manner : 

Provided that, notwithstanding the foregoing provision, no 
such authority shall be renewed so as to remain in force (whether 
with or without variation) after the expiration of a period of two 
years from the date on which it was originally given, unless 
Parliament otherwise determines. 

(3) Any minute of the Treasury authorising an increase of 
the fiduciary note issue under this section shall be laid forthwith 
before both Houses of Parliament. 


Amend- 9.—(1) For the purpose of any enactment which in the case 
ne as ¢ of a bank in Scotland or Northern Ireland limits by reference to 


—_ by the amount of gold and silver coin held by any such bank the 
anks in m B . : 
Scotland amount of the notes which that bank may have in circulation, 
- bank notes held by that bank or by the Bank on account of that 
Ireland. bank, shall be treated as being gold coin held by that bank. 

(2) A bank in Scotland or Northern Ireland may hold the 
coin and bank notes by reference to which the amount of the 
bank notes which it is entitled to have in circulation is limited 
at such of its offices in Scotland or Northern Ireland, respectively, 
not exceeding two, as may from time to time be approved by 


the Treasury. 


Amend- 10. The form prescribed by Schedule A to the Bank Charter 
— Act, 1844, for the account to be issued weekly by the Bank under 
—. = section six of that Act may be modified to such an extent as the 
"Treasury, with the concurrence of the Bank, consider necessary, 
having regard to the provisions of this Act. 
Power of 11.—(1) With a view to the concentration of the gold reserves 
Bank of : : 
England and to the securing of economy in the use of gold, the following 
—_ provisions of this section shall have effect so long as subsection 
tomake (1) of section one of the Gold Standard Act, 1925, remains in 
noon mg “ force. 
sell gold. (2) Any person in the United Kingdom owning any gold 
coin or bullion to an amount exceeding ten thousand pounds in 
value shall, on being required so to do by notice in writing from 
the Bank, forthwith furnish to the Bank in writing particulars 
of the gold coin and bullion owned by that person, and shall, if 


so required by the Bank, sell to the Bank the whole or any part 
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of the said coin or bullion, other than any part thereof which is 
bona fide held for immediate export or which is bona fide required 
for industrial purposes, on payment therefor by the Bank, in the 
case of coin, of the nominal value thereof, and in the case of 
bullion, at the rate fixed in section four of the Bank Charter 
Act, 1844, 


12. If any person prints, or stamps, or by any like means ei 
impresses, on any bank note any words, letters or figures, he = 
shall, in respect of each offence, be liable on summary conviction bank 


to a penalty not exceeding one pound. 


13.—(1) This Act may be cited as the Currency and Bank Short 
Notes Act, 1928. peor 

(2) This Act shall come into operation on the appointed day, = oa 
and the appointed day shall be such day as His Majesty may by 
Order in Council appoint, and different days may be appointed 


for different purposes and for different provisions of this Act. 


(3) In this Act, unless the context otherwise requires,— 

The expression “the Bank ”’ means the Bank of England : 

The expression “‘ issue department ” means the issue depart- 
ment of the Bank : 

The expression “ bank note’ means a note of the Bank : 

The expression ‘‘ coin ” means coin which is current and legal 
tender in the United Kingdom : 

The expression “ bullion” includes any coin which is not 
current and legal tender in the United Kingdom. 


(4) The enactments set out in the Schedule to this Act are 
hereby repealed to the extent specified in the third column of that 
Schedule. 
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SCHEDULE 
ENACTMENTS REPEALED 





Session and 


Chapter. Short Title. Extent of Repeal. 





7 & 8 Vict. | The Bank Charter Act, | Sections two, three, five 

c. 32. 1844. and nine, in section 
eleven the words from 
“save and except that ” 
to the end of the sec- 
tion, sections thirteen 
to twenty, and section 
twenty-two, and, so far 
as relates to England, 
sections ten and twelve. 
24 & 25 Vict. | Bank of England Act, | Section four, so far as un- 


c. 3. 1861. repealed. 
4 & 5 Geo. 5. | The Currency and Bank | The whole Act, except 
ce. 14. Notes Act, 1914. subsection (5) of section 


one and section five. 
4 & 5 Geo. 5. | The Currency and Bank | The whole Act. 
c. 72. Notes (Amendment) 
Act, 1914. 
5 & 6 Geo. 5. | The Finance Act, 1915. | Section twenty-seven. 
c. 62. 
15 & 16 Geo. 5. | The Gold Standard Act, | Paragraph (6) of subsec- 
c. 29. 1925. tion (1) of section one. 














OFFICIAL PAPERS 


Committee on Industry and Trade. Survey of Textile Industries. 
Being Part III of a Survey of Industries. (Stationery Office. 
Pp. 328. 3s. 6d.) 


WHEN the Balfour Committee was appointed in 1924 its wide 
terms of reference and the urgency of the problems which faced 
it made the magnitude of its task apparent. In this un- 
enviable position it was happy in its decision to postpone the 
final report until it had had sufficient time to digest the mass 
of information laid before it and to issue, from time to time, 
volumes based upon the material presented, either by private 
industry or by Government departments. The present survey 
of textile industries is the sixth and last of the preparatory 
reports. These reports are largely based upon information and 
discussions which normally would be published as minutes of 
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Evidence. It is to be hoped, however, that the reports will not 
be regarded as an alternative to the minutes themselves. The 
preliminary volumes have served their purpose. They have 
lightened the task of the reader ; explained succinctly facts which 
were probably brought out slowly by days of cross-examination 
and discussion; enabled pros and cons to be brought into con- 
venient proximity. It is no disparagement of the work of the 
Committee or its servants when we say that to dispense wholly 
with the publication of the minutes of Evidence would be to 
place the public, and particularly the student, in an undesirable 
position of dependence upon the skill in presentation or judgment 
in choice, however great these may be, of those engaged in the 
preparation of these volumes. 

The present volume deals with the cotton, wool, and artificial 
silk industries, though the treatment of the last named is slight, 
both because of the lack of statistics and of its immaturity of 
form. The bulk of the report consists of a detailed examination 
of the conditions of the wool and cotton industries. Large 
appendices of statistics group together the basis of the Com- 
mittee’s findings. The study of these two industries seeks to be 
informative; the aim is to bring together from published work, 
presented evidence or special inquiries undertaken by the Com- 
mittee, sufficient of the history, structure and trade accounts of 
the industries to place the present depression in an appropriate 
background of time and space. It is precisely in this that both 
the strength and weakness of the report are to be found. It has 
the qualities of balance, grasp and perspective. It lacks incisive- 
ness. It is rarely critical, sometimes indefinite, too often com- 
promising. It contains the most complete view in existence of 
the industries covered, and it shows a praiseworthy skill in 
compilation; a vast amount of material has been collected and 
sifted ; many special kinds of investigation have been followed 
with profit; the volumes published up to date have been fitted 
into an ingenious framework. But in many cases where con- 
flicting evidence has been presented the Committee could hardly 
have been informative without being critical, and here it has 
usually been content to place the different cases side by side; 
it has been almost timid in its refusal to give a lead or to push 
reasoning to its logical conclusion. It must be admitted that 
the purpose of this volume is limited to description, and that 
the Committee must not be judged before it has had time to round 
off its work in a Final Report of criticism and recommendation. 
Even this hardly justifies the peculiar detachment from the 
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gravity of the questions which the report reveals, and, although 
the Committee is scientific in its caution, in generalisation it 
carries this attitude to a point inconsistent with its primary 
purpose—that of suggesting remedies. If the final report is to 
be produced on no more definite information than is contained 
in these inconclusive analyses, we must look forward either to a 
unanimous report which will avoid the fundamental problems, or 
to a series of minority reports which will much weaken the value 
of the Committee’s labours. 

The report very skilfully draws together information from 
many sources. Its principal findings may be most easily 
summarised by comparing the cotton and wool industries. The 
industries have a similar type of organisation, both were among 
the earliest established in the country; in each case the industry 
is highly localised in districts for which natural advantages of 
climate and proximity to power are claimed. The specialisation 
of businesses by process in the cotton industry finds its counter- 
part in the worsted section of the wool industry, but not in the 
woollen section, where the vertical type of firm is most common. 

The widespread persistence of the small, personally conducted 
firm of the wool industry is matched by the small weaving 
firm in the cotton industry, though the cotton-spinning firm has 
now reached a large average size. Each industry draws the bulk 
of its staple raw material from abroad. Marketing processes in 
the industries provide further parallelism. The cotton industry 
exports 70 to 80 per cent. of its output, whilst the wool industry 
exports about half of its products. Both industries market a 
commodity the demand for which is constantly changing, both 
in direction and volume, though the wool industry is probably 
feeling the competition of alternative fabrics much more than 
the cotton. There are, however, also very important differences 
here. The bulk of cotton goods exported find their way into the 
far Eastern markets, the wool textile industry has its most 
important customers in the temperate industrial countries, in 
particular those of Western Europe. It follows that the wool 
industry has probably felt the actual dislocation of markets in 
the post-war period more acutely than has the cotton industry. 
The wool industry is not so homogeneous as the cotton, since the 
two distinct products of the former, woollens and worsteds, 
compete in many markets. The decrease in exports from the 
United Kingdom of worsted tissues to the U.S.A. is explained 
by the Committee as due to the replacement of worsteds by 
woollens. The methods of marketing also differ. Practically 
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the whole of the export trade in the cotton industry is in the 
hands of export merchants, whilst in wool a good deal of their 
own foreign trade, and most of their home trade, is done by the 
manufacturers themselves. Since the merchant failures of 1920 
the manufacturers in wool have taken over a larger share of the 
exporting operations. But the figures which the Committee 
gives concerning changes in production and exports will com- 
mand the greatest attention. Before the war output in both 
industries was steadily expanding, though different sections of 
each industry were experiencing different fortunes. Thus the 
manufacture of worsted cloth was declining, whilst that of woollen 
cloth was expanding. There was, however, a significant differ- 
ence between the cotton and wool industries. The increasing 
output in the cotton industry was taken largely by an increase 
in exports, whilst in wool the increasing output was absorbed by 
the home market, the export trade remaining stationary. Since 
the war the decline in output, and therefore the problem of read- 
justment, has been greater in cotton than in wool. The Census 
of Production shows, though the figures are in some degree 
estimates, that between 1912 and 1924 the reduction in output 
(taking 1912 = 100) was tops to 94; noils to 88; yarns to 98; 
woollen and worsted tissues to 80;- whilst in cotton, yarn fell 
to 70 and piece goods to 67. The courses of the exports of the 
two industries show different tendencies since 1924. Exports of 
cotton manufactures have, on the whole, been steady; those 
of wool have fluctuated often in a downward direction. It is 
possible to state, however, from the material which the Com- 
mittee presents that, in 1924, the cause of the decline in the wool 
textile industry was a fall off in the home market; in the 
cotton industry it was due principally to a drop in exports. 
Whilst the Lancashire cotton industry was being ousted by other 
countries the wool industry was being displaced by other fabrics. 

When the Committee confines itself to the field of fact in 
this way, it is able to produce a clear-cut picture of the present 
condition of these two industries. With the resources at its 
command it could hardly have done less. When it turns to deal 
with causes and to draw conclusions which might point the way 
to possible remedies and recommendations, the quality and value 
of the work fall. The covering letter which accompanies the 
present report expresses the hope that “the six volumes which 
we have now completed will not only be found of practical utility 
in relation to the problems of the present time, but will also 
prove of permanent value as a record for future reference.” For 
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this volume, there is much more substance in the second part of 
this aspiration than in the first. The section dealing with the 
cotton industry, with which the remainder of this notice will 
deal, was received with a feeling of great disappointment. The 
long introduction and historical chapter; the recital of much 
that was, and has long been, known; the failure to press on to 
conclusions—all these were regarded, perhaps unreasonably, as 
tantamount to the calling of a phrenologist instead of a doctor 
toa dying man. It is difficult to discover from the Report what 
causes the Committee believes responsiblefor the present depression 
in the cotton industry, and in what order of importance they 
should be ranged. That foreign industries are ousting Lancashire 
goods from many markets is not an explanation of the depression, 
but merely a statement of it. ‘The Committee refers to the effects 
of the recapitalisation period of 1919 and 1920, but makes no 
effort to determine what effect this has had upon the price of 
yarn. Even in a recital of possible causes there is some omission. 
The gap between textile and general prices up to 1924 is not to 
be ignored. It is all the more curious that the Committee has 
not referred to this point, since in an earlier volume 1 it mentions 
the disparity of movement in price level of imports and exports 
of the United Kingdom since 1913. 

The effect of short time in forcing up the margins between raw 
cotton «nd yarn in order that price should cover cost of production 
seems tc be a point of more consequence than the Committee 
believes. The Report might with great profit have dealt with the 
whole question of the method by which the industry raises its 
capital. It would have found but few dissentients if it had whole- 
heartedly condemned the system which piles up fixed interest 
securities in an industry in which depression has always been 
frequent. The historical retrospect combined with the history 
of the present depression should have suggested tliat the industry 
is particularly susceptible to cut-throat competition. The large 
capital investments and the high proportion of bonds and loans, 
the multiplicity of producers, the tendency to accumulate stocks, 
the lack of systems of cost accounting, the unscientific methods of 
allocating overheads—all these render this industry prone to 
those various forms of business suicide known as spoiling the 
market. Upon all of which subjects the Committee must have a 
great deal of information, but is almost silent in this volume. 

There are three questions upon which the industry, tired of 
the controversy of the past five or six years, was expecting some 


1 «Survey of Overseas Markets,” p. 4. 
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guidance and light. The first is that of comparative international 

costs. How far is the progress of foreign textile industries due 
to their own increasing efficiency and how far due to the decreasing 
efficiency of the Lancashire industry? This is a thorny question. 
The Indian Tariff Board of 1927 tackled the problem, and failed 
to produce anything of value. But certain private investigations, 
particularly those of W. B. Cunningham, “ Report on Cotton 
Spinning and Weaving in Japan,” and B. Ellinger in a paper read 
before the Manchester Statistical Society last year, suggest that 
the solution is not impossible. The Committee in a previously 
issued Report! has brought forward material concerning the 
changes in the cost of industrial production in many industries, 
and it is probably safe to deduce from the figures given therein of 
net output value per head ; amount of power available per head ; 
and total and labour cost per unit of output, that the cotton 
industry is less efficient than before the war, and has become 
less efficient in competition relatively to other British industries 
than was formerly the case. : F 

These conclusions throw only indirect light on the question 
of international costs. It is to be regretted that the Committee 
should have allowed the opportunity to slip of placing this ques- 
tion beyond the reach of discussion, and thus stifling fallacies of 
the kind of which it itself appears to be guilty on page 12, when it 
declares that ‘“‘ the development of the cotton industry in many 
foreign countries was further encouraged by the fact that labour 
could be obtained at lower rates of wages than these current in 
Lancashire.”” There is no proof that labour costs are lower in 
Eastern countries than in Lancashire. 

Secondly, there is a great deal of uncertainty and confusion 
as to the comparative merits of the vertical and horizontal type 
of firm. It has become fashionable to descry the present Lanca- 
shire industrial structure consisting of a number of non-sympa- 
thetic horizontal layers. In particular the disassociation of 
merchanting from production has been severely criticised. 
The success of Japan and other countries is commonly 
attributed to their adoption of the vertical firm. There are, 
however, many more sides to this question than is commonly 
imagined. The businesses in the early English cotton industry 
were, even in 1840, largely “mixed” firms, and the present 
specialisation is the result of adaptation to changing circumstance. 
It may be that the scale of production in Lancashire enjoins a 
firm of business which is not suitable elsewhere. Many of the 


1 «Further Factors in Industrial and Commercial Efficiency.” 
No. 151.—vou. xxxviil. LL 
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present ‘“‘ mixed ” firms run their spinning and weaving depart- 
ments as independent units. But on all these points of dispute 
the Committee sits firmly on the hedge. 

In the third place, it was expected that the Committee would 
provide a summing up and a judgment on the effect of the action 
of the finishers’ combines since 1920. It was, indeed, in an 
excellent position to bring to an end a long-standing controversy. 
It had received evidence from shipping merchants and the com- 
bines. It had before it the results of the 1924 census of pro- 
duction. In this case the Committee’s determination to withdraw 
from all decision is most marked. The arguments on both sides 
are left to plead for themselves. Avenues which might have been 
explored have been ignored. If it is asserted that, due to high 
finishing charges in this country, a good deal of cloth is being 
shipped to the countries of Western Europe to be finished, the 
easiest, though not necessarily a conclusive, test of this would 
have been to determine whether the finishing industries in these 
countries had increased in output and equipment. The whole 
argument which seeks to condemn or defend the combines by 
considering the relative changes in the exports of grey and finished 
goods is irrelevant, since the demand schedules for the different 
types of cloth may have changed in varying manner. It is 
inconclusive, perhaps misleading, to show that the exports of 
grey cloth to Western Europe have increased, implying that much 
of this cloth was formerly finished in England and is now going 
to be finished in other countries. The Trade Accounts of many 
of these countries are drawn up in such a form that goods “in 
transit ’—merely entering the country to undergo some process 
and then to be re-shipped elsewhere—can be distinguished, and 
the Committee might well have made use of such material. 

It is characteristic of this report that it gives no clue to the 
recommendations which the Committee are likely to make con- 
cerning the cotton industry. A more detailed study of the Yarn 
Association, the only body which attempted to meet the changed 
conditions of the industry in a scientific manner, would have well 
repaid the effort, for the causes of the failure of the Association 
are, in small, the causes of the depression. How far, for example, 
will the economies of buying and selling which the Association 
claims for the scheme which it has before the industry at the 
moment prove real? What economies of large-scale production 
are likely to arise? Are the possibilities of the double shift great 
enough to merit trial? What light does the experience of textile 
cartels in Germany and other countries throw upon our own case ? 
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Definite and authoritative answers on such questions might do 
much to influence the judgment and stiffen the will of those who 
are impeding the only method of permanent stabilisation in the 
cotton industry—the establishment of some form of central 
control over production and sale. 


JOHN JEWKES 
University of Manchester. 





OBITUARY 


Lorp HALDANE 


WE learn with great regret, as we go to press, of the death on 
August 19, of Viscount Haldane of Cloan, at the age of seventy-two. 
Lord Haldane had been President of the Royal Economic Society 
for more than twenty years, having succeeded Lord Goschen in 
the office on the death of the latter in 1907. He took little part in 
the current business of the Society, and seldom attended meetings 
of the Council. But he regularly presided at the annual meetings 
on those occasions when a paper was read and there was something 
more than the usual formal business to attract the attendance of 
members. Lord Haldane’s great services to the causes of education 
and of scientific research have been widely acknowledged; and he 
was always forward to aid economic studies in particular, 
notably in his connection with the foundation of the London 
School of Economics. We mourn one who invariably used his 
great influence in affairs to promote the scientific approach to the 
problems of government and to harness science and knowledge 
to the practical service of the State. 


GIUSEPPE PRATO 


Ir is with the greatest sorrow that we announce the premature 
death, on August 18, of Prof. Giuseppe Prato, of the Institute 
of Commercial Studies in Turin,—a man who had been an orna- 
ment and pride of Italian economic science. Possessed of a wide 
historical, economic and literary culture, an enthusiast of learning 
and an indefatigable worker, he had, in his not very long career, 
published a great number of important and profound writings, 
designed to illustrate the various aspects of economic life, above 
all in Piedmont. We recall his great work on the economics of 
Piedmont in the eighteenth century, and his other books on the 


earliest Piedmontese banks, on the agrarian association of 
LL2 

















508 THE ECONOMIC JOURNAL [SEPT. 


Piedmont, on the influences of the World War on Piedmont’s 
economy (published in the Carnegie Endowment Series), on the 
fuel problem, on the Piedmontese saving banks, etc. But his 
extraordinary activity did not overlook the general problems of 
our age, and the learned world knows well his leading work on 
Workmen’s Protection (translated into French) as well as his other 
books on Law’s System, on the custom duties of the towns, on the 
labour question, and the excellent book, published in the last days 
of his life, on the better methods of capital investment. A 
decided follower of the Liberal school, he submitted to severe 
criticism the various forms of the economic action of the State 
during the World War, and struggled with the greatest energy 
against the collective labour bargains, which, in his view, are 
absolutely contrary to the interest of the workers themselves. 
His death causes to Italian economic science a hardly reparable 
loss, and leaves his numerous friends and admirers with a regret 
that the course of time will not be able to cancel. 
ACHILLE LoRIA 





CuRRENT Topics 


Tue International Union for the Scientific Investigation of 
Population Problems has now been definitely established, and will 
shortly be setting up a permanent office in Paris. The first 
meeting of the Union was held in Paris early in July, when Sir 
Bernard Mallet and Professor F. A. E. Crew, were among the 
representatives of Great Britain. Professor Raymond Pearl of 
the United States was appointed the first President, with Pro- 
fessor Gini (Italy), Professor Léon Bernard (France), and Sir 
Bernard Mallet (England), as Vice-Presidents. The Union, 
which comprises representatives of Great Britain, the United 
States, France, Germany, Italy, Switzerland, Belgium, Spain, 
Japan, Scandinavia, South America, the British Dominions and 
Russia, proposes to keep itself completely clear of all propaganda 
activities. According to its constitution, it ‘‘ confines itself solely 
to scientific investigation in the strict sense and refuses either to 
enter upon religious, moral, or political discussion, or as a Union 
to support a policy regarding population of any sort whatever, 
particularly in the direction either of increased or of diminished 
birth rates.’ Its first act has been to appoint three Commissions, 
the first to deal with Population and Food Supply, the second 
with Differential Fertility, Fecundity, and Sterility, and the third 
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with Vital Statistics of Primitive Races. The British representa- 
tives are Sir Henry Rew on the first Commission, Professor Crew, 
Mr. T. H. Stevenson and Professor Carr-Saunders on the second 
Commission, and Mr. Malinowski and Mr. G. Pitt-Rivers on the 
third Commission. Any inquiries as to the work of the Union, 
pending the appointment of a General Secretary and the setting 
up of the Paris office, may be addressed to Sir Bernard Mallet, 
K.C.B., 8 Eccleston Square, London, 8.W.1, Chairman of the 
British National Committee. 





THE Statistical Department of the Board of Trade is much to 
be congratulated on having brought their work on an official 
Index of Production to a point at which the preliminary results 
can be published, the following table having appeared in the 
July Board of Trade Journal. The weights used for different 
industries are based on the Census of Production. 





Index of production in 1924 = 100. 

















Index number. 
Ist quarter 
Group. 1927. 1928. 
1. Mines and quarries . ; 94-7 96-4 
2. Iron and steel and manufactures thereof - 109-8 105-6 
3. Non-ferrous metals. ‘i : ; 104-3 115-5 
4. Engineering and shipbuilding 2 : ; 117-4 114-4 
5. Textiles . - ‘ B P 103-6 109-7 
6. Chemical and allied trades ‘ : ‘ 110-2 117-4 
7. Paper and printing . a : (A) (A) 
8. Leather, boots and shoes, and rubber . ; 126-7 147-5 
9. Food, drink, and tobacco . . : ‘ 99-8 98-6 
10. Gas and electricity 3 ‘ ‘ ° : 130-4 (B) 
Total of above groups . : ; ; 107-8 108-5 








(A and B: Complete information not yet available.) 
If this is compared with the pioneer work done by Mr. Rowe 
for the London and Cambridge Economic Service the result is as 
follows :— 








Mr. Rowe. Board of Trade. 
1927 . é , P 4 105-6 107-8 
1928, Ist quarter ° : . ‘ 102-8 108-5 














It would seem that Mr. Rowe’s lower figures are partly explained 
by his having no data for groups 8 and 10 above, which seem to 
be specially prosperous as compared with 1924. 
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Tue Board of Trade Journal has also started the monthly 
publication of Post Office figures which may prove to be of con- 
siderable interest as an indicator of general trade conditions, 
namely the average receipts of the Post Office per working day, 
excluding telegraph and telephone, savings bank, and money 
and postal order business, but including receipt stamp and other 
revenue duties :— 











Period. 1924. 1925. 1926. 1927. 1928. 
January £106,920 | £112,158 | £117,608 | £119,433 | £126,696 
February 104,963 110,795 115,699 116,345 122,406 
March . 108,853 115,997 121,848 122,381 127,995 
April ; . 111,532 114,366 117,864 121,943 126,310 
May . : : 112,019 116,702 91,152 123,775 123,669 
June . 113,600 115,191 115,732 120,321 124,575 
July 115,052 117,291 114,898 122,768 — 
August 108,686 111,677 110,928 117,278 — 
September 115,184 119,287 116,839 124,925 — 
October 117,881 120,392 122,351 129,158 —_ 
November 115,357 120,649 124,504 128,843 — 
December 145,367 152,151 154,157 159,017 — 

Year £114,618 | £118,888 | £118,632 | £128,516 —_ 




















Putting this against the Index of Production quoted above, 
we find :— 





Index of Production. | Post Office Business. 

















1924 100 100 
1927 : 107-8 112:1 
1928, Ist quarter 108-5 109-7 








THE Social Science Research Council (United States) announces 
plans to establish a Journal of Abstracts in the Social Sciences 
with the following objects : : 

“There are so many books, pamphlets and reports constantly 
being published and so many periodicals both scientific and semi- 
scientific steadily pouring from printing houses both here and 
abroad, that it is physically impossible for any one to keep abreast 
of all the literature even in his own special field of work. To 
overcome these difficulties, a journal is proposed which will save 
an almost infinite amount of time and labour on the part of 
research workers, by giving them in one journal complete citations 
and short but objective abstracts of all important new materials, 
and will at the same time draw together the several disciplines by 
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serving them all through one journal based upon some systematic 
classification, and improved by numerous cross-references to the 
materials in other fields. Other important advantages of such a 
publication could easily be stated. It will save much duplication 
and waste of effort, it will apprise the worker of the existence of 
other specialists working on his problems and stimulate corre- 
spondence between them, it will call attention to new methods of 
research, it will serve as a permanent record of the work already 
accomplished, and will in many other ways promote the healthy 
development of the sciences to which it relates.”’ 

An Organizing Committee has been appointed, consisting of 
eminent scholars; and a number of advisory committees have 
been appointed in the fields of cultural anthropology, economics, 
history, human geography, political science, sociology, and 
statistics. 

Social Science Abstracts will be issued monthly during the 
year, and in each issue will appear systemati¢ abstracts of new 
information published in the fields indicated for the preceding 
month or months. The test of published materials to be abstracted 
will in general be the criterion of new information, in the sense of 
important factual studies and contributions to theory and opinion, 
in the fields of the social sciences indicated. This will require 
the careful scrutiny of articles in periodicals, pamphlets, bulletins, 
monographs, and new books. It is conservatively estimated that 
the annual number of abstracts will run to fifteen or twenty 
thousand titles the first year. The abstracts will be cross-refer- 
enced and annual indexes published. It is hoped that the first 
number may be published within the present calendar year. 





Tue Norman Wait Harris Memorial Foundation for the Study 
of International Relations held its Fifth Institute from June 18 
to June 30, 1928, at the University of Chicago under the direc- 
tion of Professor Quincy Wright, secretary of the foundation. 
The sessions included a number of lectures by authorities and 
daily Round Table conferences for the discussion of the general 
topic of “Foreign Investments.” About fifty economists, 
bankers and others were invited. The lecturers included Pro- 
fessors Gustav Cassel from Stockholm; T. E. Gregory, London 
School of Economics; Robert R. Kuczynski, Berlin; Henry K. 
Norton, Washington, D.C. 
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Our Japanese Correspondent writes :— 


“ Although the banking reorganisation after the nation-wide 
panic of 1927 was carried out under great difficulties by the 
Tanaka Cabinet, yet its position is very far from being enviable 
from the political point of view. The 54th Diet, which was 
opened on 21st of January, 1928, was dissolved on the same day, 
leading to the adoption for 1928-29 of the Budget for the previous 
fiscal year as fixed in the constitution. The subsequent elections 
were made under the new election act of universal suffrage, and 
the appearance of eight Labour Members for the first time in the 
Diet is admitted as an epoch-making fact. The Labour Members 
are expected to increase in numbers and activity, and the move- 
ment is being keenly watched by the nation. It is a matter of 
much congratulation that the Labour Movement is inclining 
towards parliamentarism. However, the spread of communistic 
ideas, especially among young students and the intelligenzia class, 
is a matter now absorbing the attention of the whole nation. 

** Among many noteworthy works published since the previ- 
ous report, Prof. Hijikata’s Hconomic Investigation in Japan 
must be specially mentioned. It is in three volumes of 1700 
pages, sold at 25 yen, and published by Nihon Horonsha. 
Another to be mentioned is System of Social Problems, by 
Dr. Kawada, which is divided into (Vol. I) General Remarks ; 
(Vol. II) The Wage System; (Vol. III) Labour Unions; (Vol. IV) 
Labour Disputes and Settlement ; (Vol. V) Minimum Wages, etc., 
at prices between 2.70 yen and 3.20 yen per volume, and published 
by Yuhikaku.” 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part II. 1928. The Post-war Depression in the Lancashire Cotton 
Industry. G.W. Dantrets and J. Jewxes. The Vital Statistics 
of Wealth and Poverty. T. H. C. StevENson. It is suggested 
that the various conditions can best be met by inferring social 
position from occupation, and taking broad and simple lines of 
grading. This satisfies some important tests, necessary quali- 
fications being noted. Changes in Sex and Age Constitutions of 
some Representative European Populations. S. DE JASTRZEBSKI. 


Economica. 


JUNE, 1928. Theories of Banking Policy. D. H. Ropertson. An 
elucidation of the writer’s views on bank money and real values 
leads to an examination of alternative principles of banking 
policy—the Gold Standard, the principle of Productive Credit, and 
the principle of Price Stabilisation. Wage-Fixing in the Building 
Industry. J. R. Hicks, 


The Economic Record (Melbourne). 


May, 1928. The Financial Relations of the Commonwealth and the 
States. R. C. Mutts. Labour Mobility in Australian Industry. 
F. R. E. Mavutpon. New Zealand Infant Mortality and Still- 
Births. M. Fraser. Relative Significance of Primary and 
Secondary Production. C.H. Wickens. The Economic Position 
of the Farmer in New Zealand. H. Betsnaw. Australian State 
Income-tax Schemes. W.¥F. Murpuy. The Law of Diminishing 
Returns in Agricultural Experiment. J. A. PRESCOTT. 


Indian Journal of Economics (Allahabad). 


APRIL, 1928. A Commission of Economists in Poland. G. ¥. SHIRRAS. 
A review of the reports of the American financial experts. 
Agrarian Unsetilement. R. K. MuKERJEE. Legislative Remedy 
for Subdivision of Holdings. R. R. TALCHERKAR. Co-operation 
and Education. B. A. Kuan. Co-operative Marketing. OD. 
SINGH. 

JANUARY, 1928. Conference Number. Papers read and discussed at the 
Eleventh Conference of the Indian Economic Association. These 
papers deal mainly with agricultural questions, co-operation, 
credit, insurance, and technical developments. 


Review of Economic Statistics (Harvard). 
Fresruary, 1928. The Money Market in 1927. W. R. Burcsss. 
A Survey of Post-War Levels of Business Activity. A. R. ECKLER. 
The Outlook for the Oil Industry. J. E. Poaur. The Copper. 
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Industry in 1927. F. E. Ricuter. The Measure of the General 
Price Level. C. E.SNypDER. Review of the year 1927. 


May, 1928. The Theory of Economic Cycles based on the Tendency 
toward Excessive Capitalisation. M. BountaTian. Gives a 
summary of the writer’s theory of economic crises, with an indica- 
tion of the statistical data which may serve for its verification. 
The Effect of Correlation between Weights and Relatives in the 
Construction of Index-Numbers. W.M. Prrsons. Review of the 
Jirst quarter of the year. 


Quarterly Journal of Economics. 


May, 1928. Issues in Economic Theory : an attempt to clarify. P. T. 
Homan. A study in methodology. Parity in the Exchange of 
Future Money and Future Commodities. G. P. Watkins. An 
investigation of the ‘‘ downward bias of futures,” or ‘‘ tendency of 
futures to be below a price that would contain a minimum carrying 
charge difference ’’ between spot and future prices. Equilibrium 
in International Trade; the United States, 1919-26. J. W. 
ANGELL. A general analysis of the maintenance of equilibrium ; 
the effects of import, export and the business cycle. Application 
to the U.S. in 1919-21 and 1921-4. The Meaning and Use of a 
General Price Index. G.HABERLER. The limitations of usefulness 
of a general index of prices, with reference to Snyder’s results in 
particular. The Advantages of Labour Turnover; an illustrative case. 
A. Buzanson. In addition to some net gain in earnings, in the 
cases considered, such other aspects arise as range of workers’ 
experience, flexibility of labour supply, and vertical movement or 


“upgrading.” The Growth of English Shipping, 1572-1922. 
A. P. UsHER. 


Journal of Political Economy (Chicago). 


Aprit, 1928. Membership in the Federal Reserve System. C. S. 
Treretts. The decline in membership does not mean a decline in 
strength, and will probably be arrested by the McFadden Act. 
The Leighton Co-operative Industries. P.S.Taytor. A study of 
a special case of employee-stockholding. International Aspects 
of the European Coal Crisis. M. Eastman. One big Union in 
Canada. H. A. Logan. Automobile Mortality Table. 8S. H. 
NeERLovE and W. J. GRawaM. . 

JUNE, 1928. British Trade Disputes and Trade Unions Act. H. A. 
Mrs. The Trend of Agricultural Exports. E. G. NOuRSE. 
The General Theory of Price. F.H.Knicut. Theory of Location 
and General Economics. A. PREDOHL. A critical examination of 
Thiinen and Weber, and suggestions for treating the problem of 
location as a special case of combination and substitution of 
factors. Trade Custom in Lancashire Cotton Industry. G. L. 
PALMER. 

American Economic Review. 

Marcu, 1928. (Supplement.) Papers and Proceedings of the Fortieth 
Annual Meeting of the American Economic Association. Includes 
‘‘round-table discussions’ on Land Economics, the Status and 
Prospects of Quantitative Economics, Economic History. Among a 
large number of individual papers may be specially mentioned 
those on the Revision of the European Debt Settlement. 
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JuNE, 1928. Emergence of Free Labor Contract in England. H. M. 
Cassipy. Measurement of Time Valuation. J.G.Smiru. ‘An 
attempt to apply the method of induction to the time-preference 
theory of interest.”” Minimum Wage Administration. J. W. 
MacmMILLAN. Progress of Farm Relief. J.D. Buack. 


Annals of the American Academy of Political and Social Science 
(Philadelphia). 


May, 1928. Standards in Industry. This number deals with Standard- 
isation in its general aspect, and in its relation to specific industries 
and problems. Among the more general sections in Part I are 
those on Organised Effort in Simplification, by the Assistant 
Director of the U.S. Bureau of Standards; on the Economic 
Aspects of Standardisation, by the Editor of the American Machinist; 
and on the Effect on Labour of the New Standardisation Policy of 
American Industry, by the President of the American Federation 
of Labour. Part II deals with specific industries, Part III with 
Standardisation Programs outside of Industry, Part IV with the 
consumer. 


Wheat Studies (Stanford University, California). 


Marcu, 1928. Rye in its Relations to Wheat. Before the war, the per 
capita disappearance of rye was about 360 lbs. in Germany and 
only 22 lbs. in the United States. Since the war disappearance 
in both countries has declined to about 245 lbs. in Germany and 
17 lbs. in the United States. 


May, 1928. Survey of the Wheat Situation, December 1927 to March 
1928. Exports from Argentine and the Pacific coast of North 
America were exceptionally large, while very little wheat was 
exported from Atlantic and gulf ports of U.S. A record export 
movement may occur from Canada, where stocks on March 31 
were the largest in history. Carry-overs bid fair to be as large 
as or larger than in 1926-27. The Northern Hemisphere will 
probably harvest less wheat this year than last. 

JUNE, 1928. The Objectives of Wheat Breeding. 

JuLy, 1928. British Parcels Prices. Weekly averages of daily quoted 
prices of all sales of wheat parcels in the United Kingdom seem 
best to fulfil the requirements of a world wheat price useful for 
short-time analyses. 


Revue d’ Economie Politique. 


Marcu-Aprit, 1928. Les origines historiques des problémes économiques 
actuels. H.Havuser. Differences of volume or of form should not 
prevent the recognition of similarity between present problems of 
organisation and their early counterparts. La reforme douaniére 
et le Parlement. P. Exseu. Les indices des valeurs mobiliéres en 
France et en divers pays. J. DrsstrieR. With important 
correlation statistics and diagrams. L’influence américaine sur 
Véconomie britannique d’aprés les banquiers anglais. L. BAUDIN. 
La vie économique: en Italie: G. Mortara; en Angleterre : 
H. PovyANNE. 
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Revue de l’ Institut de Sociologie (Brussels). 


JANUARY-MarcH, 1928. L’Optimum de population et ses critéres. 
EK. Dupreet. A contribution, both critical and positive, to the 
theory of optimum, with reference to the recent history of population 
theory. 


Journal des Economistes. 


May, 1928. Les variations du taux de Vescompte de 1921 a 1928. 
P. CAUBOUE. 


JUNE, 1928. L’Allemagne depuis le début de Vinflation. B. Mourre. 
La Chine économique. R.J. Prerre. Les grandes compagnies de 
chemin de fer en 1927. G. DE Novvion. 


Zeitschrift fiir die gesamte Staatswissenschaft (Tiibingen). 

Gegenwartsaufgaben der Nationalékonomie. A. AMonn. The writer 
defends his eclectic methods against Karl Diehl. Zur Lehre vom 
Zwangs-sparen. E.EGNER. Ontherelations between inflation and 
extension of capital. Die Panamerikanische Rechisentwicklung. 
F. W. von Ravucuuavurt. Brings together the legislative results 
of the Pan-American Conference. Probleme des wirtschaftlichen 
Denkens. K. Eneuts. A reply to the criticisms of R. Streller. 
Die gleitende Produktivitétslohnskala. H. Lurrr. A criticism of 
the new wage theory of the American Federation of Labour. 


Vierteljahrshefte zur Konjunkturforschung (Berlin). 
SONDERHEFT 8. Der Stickstoffverbrauch der Landwirtschaft in den 


einzelnen Gebieten des Deutschen Reiches im Jahre 1926-7. A. 
Hanavu and H. PAarETzMANnn. 


3 Jahrgang, Heft I. Teil A. Die Konjunktur Ende Mai 1928. 
Teil B. Die Konjunktur einzelner Wirtschaftszweige. 


Jahrbiicher fiir Nationalékonomie und Statistik (Jena). 


FEeBRuARY, 1928. Die Wirtschaftstheorie bei Sombart. T. SuRANYI- 
Uncer. Wandlungen in Wesen und Aufgaben der Sozialpolitik. 
G. ALBRECHT. Bemerkungen zur Theorie der Steuersystematik. 
Dr. F. GuTMANN analyses the theory of tax systems by reference 
to certain principles. The more important part of the analysis 
turns on the discussion of ‘“‘ productive power” and “ taxable 
capacity.” Die wirtschaftliche Gesetzgebung des Deutschen Reiches. 
J. Miter. This article surveys the economic legislation in 
Germany from October to December, 1927. This mainly con- 
cerned slight modifications of existing laws—e.g. insurance of 
employees and maintenance allowances payable by the State. 


Aprit, 1928. Die Theorie des volkswirtschaftlichen Entwicklungs- 
prozesses und thre Fortbildung durch eine evolutiondre Konjunk- 
turtheorie. E. H. Vocrt. Die Finansierung des Aufschwunges 
durch Mobilisierung alter und neuer Warenvorrdte vermittels der 
reguldren Geldschépfung. Dr. P. Scnutz-Krzsow makes an 
interesting survey of the financing of trade revival on the assump- 
tion that inductive proofs as to the effect of conjuncture fluctua- 
tions on the extent of the creation of purchasing power are lacking. 
The increased credit creation of the Reichsbank in late years and 
its effect on the price level are demonstrated; but the real thesis 
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is that the regular creation of purchasing power renders possible 
a greater utilisation of mobile real capital. Arbeitsgemeinschaft, 
Betriebsgemeinschaft, Werksgemeinschaft. Dr. ALBRECHT critic- 
ally surveys these three ideals of the methods of linking employer 
andemployee. The Arbeitsgemeinschaft implies that “‘ Protection 
of the just interests of the worker is only possible if the employer 
himself is put in bonds which bind him.” Dr. Bang’s writings on 
this are discussed with relation to Arnhold’s system of apprentice 
schools, and detailed criticisms are made. 


May, 1928. Aenderungen in den Daten der Wirtschaft. R. SrRiau. 
An inquiry into the applicability of economic theory. Die Theorie 
des volkswirtschaftlichen Entwicklungsprozess und ihre Fort- 
bildung durch eine evolutiondre Konjunkturtheorie. III u. IV Teil. 
E. H. VoGEt. 


Archiv fiir Sozialwissenschaft und Sozialpolitik (Tiibingen). 


FEBRUARY, 1928. Intermittent freie Giiter. E. F. Hecoxscuer. 
Bemerkungen zum Grundproblem der subjektivistischen Wertlehre. 
Proressor MisEs makes a study of Subjective Value by means of 
an analysis of the views of Menger and Béhm-Bawerk. Although 
there are certain misconceptions in their views, they have never- 
theless succeeded in explaining price formation subjectively. 
Vom néachsten Krieg. F.C. ENpREs. Zur Phénomenologie der 
sozialen Erscheinung. S. Frank. Das Agrarproblem der Verein- 
igten Staaten. II. W.Ro6rKE. Wahl and Wertung. J. NIssEN. 


Aprit, 1928. ‘‘ Wert” dder ‘‘ Wirtschaftliche Dimension”? A. 
Amonn. Der Kampf um die Leistungsfaihigkeit der Verwaltung in 
den Vereinigten Staaten. L. D. Wuitr. Ueber monopolistiche 
und nicht-monopolistiche. Dr. WOLFERS in a very clear and 
suggestive article discusses various types of monopoly on a 
theoretical basis, including the monopolistic powers of Kartels. 
Wie kam die deutsche Ausbreitung nach Osten zum Stillstand ? 
M. Jarre. Reservearmee, Lohn und Krise im Imperialismus. 
F. STERNBERG. 

JUNE, 1928. Oppenheimers Theorie der ‘‘ Reinen und Politischen 
Oekonomie.”” I. Grundlegung und allgemeine Preislehre. A. 
Amonn. Irrtiimer einer Wirtschaftstheorie ohne statistische Grund- 
lage. P.S. Fiorence. A paper read to the British Association, 
1927. Konflikte zwischen Vertragspflicht, Verbandspflicht, und 
Tarifpflicht. H. Porrnorr. Zins, Kredit und Konjunktur. J. 
BaRacs. 

Weltwirtschaftliches Archiv (Jena). 


JuLy, 1928. Produktivitit. W. Sompart. Das _ intertemporale 
Gleichgewichtssystem der Preise und die Bewegungen des “‘ Geld- 
wertes.”’ F. A. v. HavEK. Entwicklungsgeschichte der monetdren 
Konjunkturtheorie. F. Burcuarpt. Uber Cassels System der 
theoretischen Sozialékonomie. K. Dient. Die LErmitilung der 
Werterhéhung in der Produktionsstatistik. J. P. GHERTSCHUK. 


Schmollers Jahrbuch (Munich and Leipzig). 


Aprin, 1928. Idee und Wirklichkeit im Faszismus. E. VON BECKE- 
RATH. Methodik der Volkswirtschaftslehre. Dr. L. STEPHINGER 
gives a survey of the methods employed in Economics on the 





THE ECONOMIC JOURNAL [SEPT. 


basis of Amonn’s, Weber’s, and Spann’s enumerations. After 
discussing the principle of Universalism he goes on to treat of 
Empirics, Teleology, etc. The final section is devoted to a sum- 
mary of the value of the various methods. Theorie des Ertrages. 
F. OPPENHEIMER. Die Beobachitungsverfahren der wirtschaftlichen 
Wechsellagen des Harvard University Committee on Economic 
Research. H. Stdute. Der Kampf um die Herrschaft tiber den 
Gefrier- und Kiihlfleischmarkt. J. JEssEN. An interesting com- 
parative survey. Reichsverfassung und Stédtetag. E. HORNEFFER. 


Skandinaviska Kreditaktiebolaget (Stockholm). 


Aprit, 1928. Import of Capital and Inflation. G.CassEL. Examines 
the question whether large-scale foreign borrowing must tend to 
bring about an inflation in the borrowing country, and applies 
the reasoning to the present situation in Germany. 


Giornale degli Economisti (Milan). 


Apri, 1928. The whole of this number is devoted to articles dealing 
with the technical methods adopted for, and the consequences of, 
the stabilisation of the lira. Attention may be drawn in par- 
ticular to the speech of Count Volpi in the Senate on February 17, 
1928, in support of the stabilisation Decrees, which is here printed 
in exienso: La riforma monetaria illustrata dalla Ministro delli 
Finanze. GIvusEPPE VouLri. Considerazioni techniche sopra il 
ritorno al biglietto convertible. Gustavo DEL VerccuHio. La 
rivalutazione e la pubblica fincenza. Gino Boreatta. La rivaluta- 
zione della lira come provvedimento di giustizia sociale ed i suoi 
limiti. Antonio Vitam. It is contended that social justice over 
the whole community would not have been furthered by a return 
of the lira to its pre-war parity. The article is prefaced by an 
extract from a speech by Signor Mussolini delivered on December 
21, 1927: “A further revaluation of the currency would be 
possible, but it is not desirable because, (a) as has happened in other 
countries, it would mainly be the product of international specula- 
tive operations; (b) it would either cause a very grave permanent 
crisis or periodic crises, not less serious in character, to the detri- 
ment of the national economy; (c) it would impose insupportable 
burdens upon the State and therefore upon its tax-paying citizens.” 
Prezzi all ingrosso e rivalutazione della lira. GUZLIELURO TAGLIA- 
CAME. From August, 1926, the point of maximum price rise, to 
January, 1928, the wholesale prices of imports fell by 34 per cent., 
the prices of exports by 28 per cent., and the prices of goods with 
mainly a national market by scarcely 26 per cent. In the same 
period prices of raw materials as a whole fell by 33 per cent., prices 
of semi-manufactured goods by 30 per cent., and finished goods 
by only 23 per cent. La rivalutazione della lira, i prezzi alminuto 
ed i salari. A LESSANDRO Mo.inari. As always in a period of 
deflation, retail prices and wages have lagged behind wholesale 
prices. Some interesting observations are made on the effective- 
ness of official measures for compelling retailers to lower the prices 
of their products. La stabilizzazione e le banche e le altre societa. 
M. Mazzuccuetui. La rivalutazione della lira e il commercio con 
Vestero. GiorGio MorTsRa. 
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May, 1928. Considerazioni sui “ barometri ”’ economici, C. BRESCIANI- 
TuRRONI. A continuation of the important article published in 
the January number of the Giornale criticising the methods of 
construction of indices of general business conditions, and the 
deductions that may be drawn from such indices. La unificazione 
della monea cartacea in Inghilterra. Attmio Capriati. “ The 
vital point of the problem consists in deciding whether the existing 
monetary equilibrium of England is stable; whether in fact it 
does not depend on a special technical banking situation, which has 
enabled hitherto the ailing national industries to continue to work 
under excessively high costs, which has managed to create vast 
foreign credits and, at the same time, to paralyse the effects on the 
commercial balance by a skilful system of compensation, by 
bounties to industries, by protective tariffs, by imperial prefer- 
ences, by the contraction of wages reduced for some classes of 
workers below the earnings of similar workers abroad, and, finally, 
by a continual process of redistribution of wealth.” 


JUNE, 1928. Inflazione e prezzi in Russia prima della riforma monetaria 
bolscevica. J. GrizioTtr KRETSCHMANN. Index numbers of 
price movements and of circulation show (1) that prices increased 
in 1922 less rapidly than circulation under the influence of the 
improvement of economic conditions following on the N.E.P.; 
(2) that in the second half of 1923, on the other hand, the rise of 
prices was at a considerably faster rate than the increase of 
circulation; (3) that the discount on paper money in relation to 
gold was smaller than the decrease in the purchasing power of the 
ruble in terms of commodities on the domestic market; (4) that 
the inflation and the depreciation of the ruble did not affect the 
exportation of Russian commodities. Media aritmetica e media 
geometrica nel calcolo dei numeri indici dei prezzi all’ ingrosso. 
G. TaciicaRne. A plea for the adoption of the geometric in 
place of the arithmetic mean in the calculation of index numbers. 
A number of index numbers are cited for different countries in 
which widely different results are obtained according to the type 
of mean employed, and it is contended that the geometric mean 
normally gives much the more trustworthy result. Sulla tussa- 
zione del risparmio. ReEnzo Fusrnt. An elaboration of the note 
published by the same author in the Riforma Sociale for March- 
April, 1928. 
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La Riforma Sociale (Turin). 


May-JUNE, 1928. Elementi soggettivi ed oggettivi nella formazione del 
risparmio. G. SACERDOTE-[acuta. Inflazione e deflazione nei 
riflessi finanziart. GIovANNI CaRANno-Donvito. L’industria 
italiana delle automobili e la protezione doganale. EDOARDO 
GirRETTI. In 1927 33,132 motor-cars valued at 605,300,000 lire 
were exported from Italy, while imports amounted to 3832 cars 
valued at 48,700,000 lire. Ninety per cent. of the imports came 
from the United States and consisted mainly of the cheaper 
qualities of cars. Under the present tariff the duty on a Ford 
car amounts to 61-9 per cent. on its value at the Italian frontier. 
It is not, therefore, lack of sufficient protection which prevents the 
Italian motor industry from producing cheap cars at competitive 
prices. JI cosidetto ‘‘ Dollar Standard ”’ e la politica monetaria del 

“* Federal Reserve System.” Artiio CaBiaTI. An examination 
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of the trend of gold movements and of credit since the war shows 
that the Federal Reserve Board have by no means completely 
sterilised the new gold imported into the United States since 1920, 
but that it has in fact acted as the basis for an enormous expan- 
sion of credit. That this has been accomplished without a rise 
in prices does not affect the fact that the credit expansion has 
been dependent upon a great increase in gold supplies. The post- 
war autonomous credit and price policy of the Federal Reserve 
Board is threatened from two directions: the recent exodus of 
gold from the United States may make the maintenance of the 
present price level impossible; and so much gold may flow to other 
centres that the Board may cease to be in a position to act inde- 
pendently of the Central Banks in other countries. Braccianti— 
Imponibile di mano d’opera e mezzadria. Primo BannDt. 


Metron (Rome). 


MarcH, 1928. La concentrazione della popolazione. M. SAIBANTE. 
The main conclusions of this investigation into the concentration 
of population in different countries are: (1) in general the greater 
the density of population the smaller is its concentration in urban 
agglomerations; (2) the population of the various countries tends 
to be agglomerated in certain points the number of which varies 
inversely with their size in accordance with a constant relation, 
which can be proved mathematically, and this principle applies 
also to the population of the different regions within a country ; 
(3) the degree of concentration of population in different countries 
depends largely upon economic and social factors; (4) there is a 
fairly high correlation between wealth and income per head and 
the degree of concentration of population. 


Scientia (Bologna). 

Il“ Dumping ”’ e 1 suoi effetti sul commercio internazionale. A. CUTRERA. 
Dumping is defined as a “ sale below cost made in order to conquer 
a foreign market.” In this sense dumping is much rarer than is 
commonly imagined. The damage done to the industry affected 
in the importing country may be partly compensated by the gain 
to the consumers of the dumped products. The consumers of the 
dumping country bear most of the burden at first, but they may 
benefit subsequently from the resulting expansion of the industry. 
Anti-dumping duties are useful if used with caution, but they may 
easily provoke reprisals and cause greater harm than that occasioned 
by the dumping practice. (June, 1928). 


Revista Nacional de Economia (Madrid). 


Marcu—Aprix, 1928. Dinamismo de los Precios y Carestia de la Vida. 
O. F. BaNos. This article, begun in the last issue, contains an 
elaborate statistical analysis of prices, currency circulation, 
reserves, discount rates and trade of the principal countries in the 
world between 1913 and1927. The correlations between the different 
series are worked out. It is found that, for secular movement, 
there is no marked parallelism between the different factors, but, for 
movements of average duration, the correlations are significant 
but not perfect. The movement of prices cannot, therefore, be 
explained by any one alone of the factors, but, for the building up 
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of a realistic theory, changes in volume of the circulating medium 
constitute the best starting-point. Some recent refinements of the 
quantity theory of money are dealt with in detail. In beginning 
a discussion of the influences affecting cost of living the author 
discusses inflation and its indirect results. Hxperiencia y fantasia 
en las aplicaciones del calculo de probabilidades. L. Amoroso. 
“Theories and methods daily being applied under the name of 
actuarial mathematics in insurance offices may be laid down as 
a logical system independent of the concept of chance.” A 
semi-philosophical discussion of the laws of chance. El Crédito 
Agricola. G. MaNurco. Distinction made between agricultural 
credit and credit on land; the former being credit on the security 
of circulating capital, the latter on fixed capital. In dealing with 
land credit the relative advantages of raising credit on the security 
of land and selling land to obtain the necessary resources are 
compared. The conclusion is that, in Spain, the method of 
mortgage might usefully be more generally applied, though 
mortgages are expensive and particularly burdensome in unirrigated 
areas. The peculiar qualities of agricultural credit are discussed 
and criticism advanced against authorities quoted. In Spain 
agricultural credit is provided by three official bodies—the Banco 
Hipotecario, los Pésitos, el Servicio Nacional de Crediti Agricola. 
In addition agricultural syndicates and banks grant some credits. 
The history, methods of working and suggested improvements of 
the official bodies are described in detail. Hl Monopolio de 
Petréleos. S.DEZaRacoza. The sale of petrol and its derivatives 
has been leased, by the Spanish Government, to a distributing 
company. The author, combating certain criticisms of the 
scheme, asserts that, in this case, the fiscal monopoly has been 
devised for the good of the nation and not that of the company. 
He regards this scheme as preferable to many other existing 
monopolies, and believes that the close control which the State 
exercises under the petrol monopoly is an earnest of improved 
conditions in this branch of Government administration. 
Condiciones esenciales para recobrar el mercado mundial. S.Macury. 
Interpretacién de la ley del Timbre. J. DE Lanvuza. A discussion 
of the practical working of stamp duties in company and share 
transactions. Misidn a realizar. J.M.Sapat. A plea for State 
encouragement of industry in Spain. The author believes that 
Spain lags behind other European countries only because her 
industries have lacked the fostering attentions of the Central 
Authority. 


De Economist (Haarlem). 


May, 1928. Het Internationaal Arbeidsbureau. R.A.FockrMa. An 


attack on the International Labour Office and Mr. Albert Thomas. 
The writer recalls the words of the Journal des Débats (Dec. 1, 1918) 
approving of international agreements, “‘en prenant les précautions 
nécessaires pour ne soumettre & ce régime que les matiéres et les 
pays quicomportent une telle conformité.”” This warning has not 
been observed. Decisions are frequently due to the representatives 
of States which are in no wise interested in the subject under 
discussion. Promises have been held out which are incapable of 
fulfilment, and non-compliance is then attributed to the bad faith 
of Governments or of the capitalists. It is unfortunate that the 
No. 151.—vou. Xxxviil. MM 
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task of the I.L.0. is limited to the “interests of the workers ”’; 
these are interwoven with the whole social life. The impression 
is created that the interests of the workers are something apart, 
opposed to a hostile power. Mr. Albert Thomas is a theoretician, 
with preconceived ideas; he shuts his eyes to reality. He has been 
and still is the advocate of a complete social revolution, and his 
actions are directed to thisend. The questions of Unemployment 
Insurance and the Eight-hours Day are examined at some length. 
In summary the I.L.0. is an institution for the international 
propagation of Socialism. It preaches, for the present time, the 
abolition of personal responsibility in economic life, and that 
the State is ultimately responsible for everything; its Socialism is 
that of the class struggle. De Amsterdamsche Wisselbank in de 
zeventiende eeuw II. J.G.vaN Dmien. Continues the history of 
the Bank of Amsterdam up to 1683; analyses the sources of the 
Bank’s profits. 


JUNE, 1928. Het beleggingsvraagstuk voor de Rijksfondsen en de voor- 


stellen der Commissie van Gijn. J. J. KORNDORFFER. A dis- 
cussion of the Report of the van Gijn Commission on the question 
of the simplification of administration of State funds (social 
insurance and pensions), especially with regard to investment. 
(See Economic JouRNAL, June 1928, p.340.) Vergelijkend overzicht 
van de immigratie en blijvende vestiging van Javanen en Britsch- 
Indiers in Suriname. J. W. Burcer. A comparison of the 
immigration of Javanese and British Indians into Dutch Guiana. 
The question of immigration became urgent in 1863 with the 
abolition of slavery. The first agreement for the recruitment of 
British Indians was effected in 1870; recruitment in British India 
was finally forbidden in 1918. The characteristics of the two types 
of immigrants, their suitability for the work of permanent colonisa- 
tion after the expiry of their period of indentured service and other 
aspects of the question are discussed in detail. 


International Labour Review. 


May, 1928. The Measurement of Risk in connection with Labour 


Statistics. J.W. Nixon. More precise definition is given of the 
two “‘ rates ”’ involved—the frequency rate and the severity rate— 
in different kinds of labour risk. T'he Growth of the Corporation in 
Italy. U. Amaup. Seasonal Fluctuations in Migration. L. 
VaRLEZ. Wage Changes in Great Britain, 1922-27. 


JUNE, 1928. Rationalisationand Unemployment. H.Fuss. Examina- 


tion of various kinds of rationalisation leads to the conclusion that 
only to a modified extent do they create unemployment. The 
instances of Germany and America do not show any causal relation. 
There is enough continuous risk to justify the policy of social 
insurance; and rationalisation itself should be applied to some 
fundamental causes of unemployment. The Handicraftsman and 
Modern Industry. H. Rasrnowrrcs. An important contri- 
bution, showing the persistence of handicraft, in many cases even 
assisted by large-scale developments. An examination is made of 
the special problems—such as training and sharing in social legis- 
lation—of the ‘‘ populous and hybrid world”’ of handicraftsmen. An 
Inquiry into Working Conditions in Coal Mines. F. MavuR3Ertrte. 
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NEW BOOKS. 


British. 


ArnpT (E. H. D.). Banking and Currency Development in South 
Africa (1652-1927); with an appendix on the rise of savings banking 
in South Africa. Cape Town: Juta & Co. 8}. Pp. 542. 25s. 

BANERJEA (P.). Indian Finance in the Days of the Company. 
Macmillan. 8}. Pp. 392. 12s. 6d. 

BEVERIDGE (W. H.). British Food Control. H. Milford. 93’. 
Pp. xx + 446. 17s.6d. (Economic and Social History of the World 
War, British Series.) 

Bowery (A. L.). F. Y. Edgeworth’s Contributions to Mathe- 
matical Statistics. Royal Statistical Society. 84’. Pp. 139. 5s. 

Bowtey (A. L.). Official Statistics: what they contain and how 
to use them. Second edition. H. Milford. 7”. Pp. 72. 2s. 6d. 

Brapy (A.). William Huskisson and Liberal Reform. An essay 
on the change in economic policy in the twenties of the nineteenth 
century. Oxford Univ. Press. 9”. Pp.177. 128.6d. | 

CrorTon (R. H.). Statistics of the Zanzibar Protectorate, 1893- 
1927. Zanzibar. 10”. Pp. 24. 

Derror (DanreEL). A Plan of the English Commerce. Being a 
compleat prospect of the trade of this nation, as well the home trade 
as the foreign. ... Oxford. B. Blackwell. 7}’’. Pp. xix + 277. 6s. 

Fay (C. R.). Two Empires. Cambridge: Bowes & Bowes. 84”. 
Pp. 24. 6d. 

Fay (C. R.). Great Britain from Adam Smith to the Present Day. 
An economic and social survey. Longmans. 84”. Pp.458. 12s. 6d. 

Gorpon (A. P. L.). The Problem of Trust and Monopoly Control. 
Routledge. 74’. Pp. 186. 5s. 

Harrop (A. J.). The Amazing Career of Edward Gibbon Wake- 
field. With extracts from “ A Letter from Sydney ” (1829). Allen 
& Unwin. 73’. Pp. 253. 7s. 6d. 

HereEnp1I (L.). A Complete Dictionary of Banking Terms in three 
Languages (English-German-French), with alphabetic system in each 
of these languages. Pitman. 94”. Pp. 146 + 239+ 154. 2ls. 

Humpnurey (A. W.). The Modern Case for Socialism. Allen & 
Unwin. 843”. Pp. 272. 12s. 6d. 

Kann (E.). The Currencies of China. An investigation of silver 
and gold transactions affecting China, with a section on copper. Second 
edition, revised. P.S. King. 932’. Pp. xxxiv + 562. 30s. 

[Reviewed in our issue of September 1926.] 

Kerrey (A. J. W.). The Theory of the Cost-price System. With 
an introduction by J. A. Hobson. Allen & Unwin. 7”. Pp. 188. 
6s. 

Krytocu (T. F.). Six English Economists. Gee & Co. 84”. 
Pp. 76. 5s. 

Munro (N.). The History of the Royal Bank of Scotland, 1727- 
1927. Edinburgh. Privately Printed by R. & R. Clark, Ltd. 8}’’. 
Pp. 417. 
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Raynes (J. R.). Coal and its Conflicts. A brief record of the 
disputes between capital and labour in the coal-mining industry of 
Great Britain. E. Benn. 92”. Pp. 342. 2ls. 


RosBERTSON (J. M.). The Political Economy of Free Trade. P.S, 
King. 83”. Pp. 190. 8s. 6d. 


SHaw (BERNARD). The Intelligent Woman’s Guide to Socialism. 
Constable. Pp. 495. 15s. 


Saretps (B. F.). The Evolution of Industrial Organisation. 
Pitman. 8}. Pp. 296. 10s. 6d. 

Spatpine (W. F.). Dictionary of the World’s Currencies and 
Foreign Exchanges. Pitman. 94”. Pp. 190. 30s. 

Spicer (R.8.). British Engineering Wages. Arnold. 84’. Pp. 
159. 10s. 6d. 

VaLk (W. L.). The Principles of Wages. P. 8S. King. 8?”. 
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